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A FORECAST OF FISCAL DEVELOPMENTS 
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CONOMICS has been called, with some justice, a 
dismal science. Public finance shares the character- 
ization. It is dismal because it is full of figures, and 

figures that have painful connotations to us. Anyone of us 
cheerfully can remember that Joe Di Maggio won the Amer- 
ican League batting championship this year with an average 
of 0.381. For a New Yorker, there is vicarious satisfaction 
in Joe’s achievement; and even for a Chicagoan, no pain. 
None of us can obtain a similar satisfaction from the Treas- 
ury figures showing that 21.8 per cent of our estimated 
national income went for taxes in the fiscal year 1938. Per- 
haps we should take pride that our governments—federal, 
state, and local—can spend so much; but rather we are apt 
to be depressed at the thought of the new house, the new 
car, or even the new suit of clothes we might have had, 
had our personal-tax contributions been less heavy. Again, 
we cannot foresee the end of increasing governmental ex- 
penditures in this unduly troubled world—if not for relief, 
then for armament; if not for agricultural benefit pay- 
ments, then for veterans’ pensions. Finally, fiscal science 
always has been technical as well as unpleasant. Like the 
theory of relativity or the composition of the atom, we 
rather would leave the subject to those strange mortals who 
love to delve in it, while we other men enjoy a freer air. Un- 
fortunately, however, this particular science no longer lightly 
can be pushed aside, as it possibly could have been in 1913. 
It is increasingly the concern of every individual and every 
business. Its impact is by no means uniform. Some in- 
dustries, like yours, have been singled out for special at- 
tention; some largely passed by. The fairness of the system 
as a whole well can be questioned ; but to make it fairer, now 
that the demands for revenue are so great, requires con- 
sistent and intelligent effort by all of us. So while I ask 
your pardon in advance for this presentation of mine, which 
may try your patience, | am sure the subject itself is one 
about which every citizen needs all the information he can 


get. It is well that you are devoting several days to those 
tax topics which intimately concern all of you. It is my 
purpose to give you some general background and a fore- 
cast for the future that may serve to throw the subsequent 
papers on special topics into sharper relief. 

I cannot be very detailed; for a proper treatment easily 
would fill a book. I best can serve your purposes by em- 
phasizing a few of the broad trends in the fiscal system 
during the past 25 years, and by pointing the direction of 
our present fiscal policies. 

Two notable and closely-related movements during the 
past 25 years are now recognizable—one rather obvious 
and well-known, the other better known to economists than 
to the layman. In the first place, we have had an enormous 
increase in total governmental expenditures and in the total 
burden of taxation—whether considered on a_ per-capita 
basis, or as a percentage of national income, or in the ag- 
gregate. Total governmental expenditures for the fiscal year 
1913 are estimated, by the National Industrial Conference 
Board, to have been just under $3,000 millions ($2,919 
millions). Of this, about 23 per cent was federal, and the 
balance state and local. Tax collections were somewhat less, 
about $2,187 millions, which represented about 7 per cent 
of the national income. Federal revenues came almost wholly 
from customs, liquor taxes, and tobacco taxes; the only 
other major source was the corporation excise tax—a small 
cloud on the fiscal horizon—later to grow to cover a good 
part of the sky. The states relied mostly on property taxes; 
the localities almost wholly on property taxes, with aid in 
both cases from business taxes and liquor licenses. ‘The 
income tax was virtually unknown; so was the gasoline tax 
and the general sales tax. 

In the fiscal year 1938 total governmental expenditures, as 
computed by the U. S. Treasury, amounted to $18,199 mil- 
lions, more than six times as much as was spent by the 
government in 1913. Of this amount, only $14,811 mil- 
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lions was raised by taxes. It hardly could have been raised 
at all by the few taxes that were standbys in 1913. While 
all the old types of taxes were retained, and generally 
much more money was raised by means of them, we also 
witnessed through the quarter-century the growth of a num- 
ber of new imposts, some of which are our most important 
sources of revenue today. Governmental revenues in 1938 
represented nearly 22 per cent of the national income, ac- 
cording to the Treasury; and the per-capita tax burden 
was $114.09. 

Coincident with the great increase in governmental ex- 
penditures in the last decade has been a large increase in 
the total public debt. Under depression conditions, tax 
receipts—although they reached an all-time high in 1938— 
have failed to equal outgo. Our gross governmental debt in 
1913 is estimated to have totaled $5,721 millions. In 1938 
it was not quite 10 times as much, or $56,337 millions. 
Federal interest payments in 1938 of $926 millions exceed 
total federal expenditures for 1915 and prior years. To be 
sure, we may take some comfort in the fact that our public 
debt is still much less, per capita, than that of Great Britain. 
Nevertheless, we approach the present war in a very different 
financial condition from the one in which we approached the 
first World War. Tax payments under our present system 
were greater in 1938 than any during the previous war or 
thereafter; and our debt is, of course, far greater. The 
pressure on the citizen and on business is already severe— 
as it was not in 1913-14—even before the present war re- 
quires additional turns of the screw. 

In the second place, the greatly-increased scale of expendi- 
ture not only has required increased use of the taxes that 
existed 25 years ago, but has necessitated large-scale em- 
ployment of tax sources that virtually were untapped then. 
Of these, there are four principal categories, each worth a 
paragraph of comment: the income tax, the general sales 
tax, the gasoline and motor-vehicle taxes, and the pay-roll 
taxes. Income taxes, corporate and individual, produced 
more money in 1938 ($3,324 millions) than was spent by 
all our governments in 1913. As you probably all know, 
the history of the present federal income tax dates from 
1913, the year of adoption of the sixteenth amendment. The 
United States had utilized the income tax during the Civil 
War, but gave it up in 1872. In 1894 a congressional at- 
tempt to reintroduce it was thwarted by the decision of the 
Supreme Court in Pollock v. Farmers’ Loan and Trust Co. 
holding it unconstitutional. The sixteenth amendment fol- 
lowed 20 years later, after a brief period during which a 
corporation excise tax, measured by income, was in effect. 
Several states had tried the income tax in the 19th century, 
but its modern history dates from Wisconsin’s adoption of 
it in 1911. At first, its progress was slow; and even yet, it 
is a less important source of state revenue than the motor- 
vehicle and gasoline taxes. But about two-thirds of the 
states now tax individual income or corporate income, or 
both. It is probably only a question of time until the income 
tax is used by virtually all the states—as, for example, in- 
heritance taxes are used today. 

Sales taxes, other than the special excises on liquor and 
tobacco, produced a negligible amount of income in 1913. 
The general sales tax was not used at all. It came to us 
from Europe where, in 1918-23, it was “called upon as aid 
to fiscal systems wrecked by the drain of war and post-war 
expenditures and by uncontrolled inflation.” The general 
sales tax was adopted by all the European belligerents ex- 
cept Great Britain, and by none of the European countries 
which remained neutral. It has become an integral part of 
the fiscal systems of most of the countries which adopted it, 
and shows no indications of disappearing. If we can judge 





from European experience, then, the sales tax has come to 
stay. In this country, West Virginia first enacted a general 
sales tax in 1921, but the widespread movement toward its 
adoption began in 1929. It is now in effect in about half 
the states. The federal government has never imposed a 
general sales tax. The Ways and Means Committee re- 
ported on a bill for a general manufacturers’ sales tax in 
1932, but the House decisively rejected the tax—adopting 
instead a long series of taxes on sales of particular com- 
modities, many of which are in force today. The total yield 
of the general category of sales and excise taxes—excluding 
gasoline, liquor, and tobacco—was $1,306 millions in 1938. 

The gasoline tax was introduced by Oregon in 1919. It 
now is employed universally by the states, and by the federal 
government as well. Rates gradually have been increased, 
and counties and even cities have added additional levies. 
The gasoline tax now yields about one-fourth of total state 
revenues. Motor-vehicles taxes yield about 12 per cent of 
total state revenues. Whereas originally the proceeds of 
the tax were earmarked for roads, now they frequently are 
covered into the states’ general funds, and are subject to use 
for education or other general state expenditures. The 
motorist (and to a degree the petroleum industry) not only 
pays for the roads he and his neighbors use, but he may pay 
for other governmental facilities completely unrelated to 
the motor car. Gasoline and motor-vehicle taxes produced 
in 1938 somewhat more than the general sales tax, or $1,481 
millions. 

Finally, pay-roll taxes—unknown in 1913—have come to 
the fore as a major revenue source, primarily to meet the de- 
mands for funds to provide for old-age and unemployment- 
insurance benefits. In 1938 pay-roll taxes produced $1,450 
millions—about half collected by the federal government, 
and the other half by the states. 

In 1913 property taxes were, by all odds, the major source 
of revenue to the government, producing about half of the 
total collected. Customs, taxes on liquors and tobacco, and 
business taxes—including licenses—produced nearly all the 
rest. In 1938 customs produced about what it did in 1913, 
but this was a minor part of the total. The eight great 
taxes in 1938 were property (not quite one-third of total 
collections), income (not quite one-quarter), motor-vehicle 
and gasoline, pay-roll, sales and similar excises, liquor and 
tobacco (about one-tenth each), and estate and inheritance. 
The bulk of the revenue now is produced by taxes virtually 
or wholly unused in 1913. 

This brief summary of fiscal history, during the past 23 
years, affords a basis for a further analysis and appraisal of 
the two main developments I have sketched—the great in- 
crease in total governmental expenditures, and the insti- 
tution and rapid spread of several new forms of taxation. 

1. Federal expenditures have proceeded from $692 mil- 
lions in 1913 to $7,626 millions in 1938, $9,210 millions in 
1939, and an estimated $8,995 millions in 1940. The 1938 
figure is 11 times the 1913, the 1939 figure more than 13 
times, and the 1940 figure almost exactly 13 times. Mean- 
time state and local expenditures have become more than 4 
times as great as they were in 1913 ($2,227 millions to 
$9,844 millions). State expenditures increased much more 
rapidly than local expenditures. The tendency, then, seems 
to be toward an increasing centralization of spending; the 
rate of increase is somewhat proportional to the distance of 
the spending unit from the taxpayer. ‘These dry statistics in 
this respect may have in them the seeds of some hitherto un- 
discovered natural law, a sort of law of gravity in reverse. 

The great increases in national expenditures have been, 
of course, in the various items for relief, for social security, 
for agriculture, for national defense, for pensions, for in- 
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terest. Some of these can be cut, particularly if the level 
of business activity increases, and if farm prices are higher. 
But even a casual analysis of the federal budget makes 
it clear that expenditures would have to be cut more than 
one-third if the budget were to be balanced at present 
revenue levels, and that the figure involved is more than 
$3,000 millions. Something of the kind could be done, if 
business is good, but it could not be done in one year; and 
to do it at all would require not only a burning interest 
by Congress and the administration in fiscal sanity, but 
an ability on the part of our leaders—that has not been 
evident in political life for some time—to persuade people 
to accept sacrifices. In my opinion, severe cuts in expendi- 
tures must be made; for I think the time comes in the case of 
governments, as in the case of a family, when the organi- 
zation simply cannot afford all of the luxuries—desirable 
though they be—that an ingenious mind can think up. It 
is a source of real regret to me that the federal government 
never really has come to grips with its major fiscal problem 
in the past several years—the need for affirmative action 
to bring the budget into balance—but has devoted its at- 
tention to interesting, but much less vital, changes in the 
details of the revenue laws. Nevertheless, as a realist, 
I do not believe for a minute that it is practically possible 
to return to the scale of expenditures of 1913 or even of 
the 20’s. It is practically possible to attain a level of national 
expenditures of $7,000 millions or $7,500 millions, and fiscal 
health lies in that direction. Let me emphasize again, how- 
ever, that even this moderate reduction in expenditures will 
require a determined fight. Neither laissez faire nor the war 
is going to solve our fiscal problems for us. A balanced fed- 
eral budget is certainly one year, and probably two or three 
years, distant. 

2. As means for the raising of greatly-increased amounts 
of money, the four principal types of taxes introduced in 
the past quarter-century are in part excellent, in part doubt- 
ful. ‘The employment of the income tax as a major source 
of revenue is wholy desirable; for it is recognized generally 
that the income tax is one of the best measures of the citizen’s 
capacity to pay. It has the further great advantage of en- 
couraging tax-consciousness, of increasing the citizen’s interest 
in his government, its taxes, and its expenditures. The base 
of the income tax well might be broadened, by decreasing the 
exemptions, if other less-equitable taxes were eliminated at 


.the same time. In the second place, a great part of total 


governmental tax collections, about one-third, still is being 
provided by the property tax. The property tax has been 
found, however, not to be a satisfactory means of collect- 
ing revenue from intangible property, in which so much 
of our present wealth consists; and being levied ordinarily 
at flat rates, it takes no account of the fact that capacity to 
pay taxes increases more than proportionately as wealth and 
income increase. For these reasons also, it is wise to sup- 
plement the property tax with such progressive rate taxes 
as the income tax and the estate tax. ‘They are not easy 
taxes to administer, but our experience with them has been 
good. The principal defect in our present scheme of things 
is that the administration of the federal income tax and the 
state taxes has not yet been coordinated. The result is dupli- 
cation in reports and examinations and, in the case of inter- 
state businesses, burdensome calculations, and even double 
taxation of the same items of income. We badly need to 
empower some representative group to work out a proper 
division of sources of revenue between the states and the 
federal government, and an integration of those taxes which 
both may find it necessary to employ. 

3. The great expansion of general sales taxes is much less 
to be commended, from the point of view of the objective 


student. Sales taxes take little account of ability to pay; 
for our individual consumption does not reflect accurately 
our income, and sales taxes are levied at a uniform rate 
on rich and poor alike. Moreover, sales taxes are often 
concealed taxes. The taxpayer has not the burning con- 
sciousness of the size of the tax burden he is bearing that he 
has if he is an income taxpayer. Sales taxes in some states 
and localities are perhaps inevitable, when the need for rev- 
enue is as great as it is today. They provide a comparatively 
easy method of raising a great deal of money; their yield is 
fairly steady in bad times and good; and, once adopted, 
they seldom are repealed. Nevertheless, the proportion of 
governmental revenue raised thereby should not be increased, 
but diminished. 

4. The gasoline tax, a special form of sales tax, shares the 
objections just mentioned, and presents some additional ques- 
tions of its own. Originally it was justified on the benefit 
theory of taxation—as an appropriate means of compelling 
motorists to pay for the improvement of the roads they used. 
The tax was too successful as a money-raiser. The cost of 
collection fell largely on the sellers of gasoline; the public 
paid without much protest, and continued to do so when 
rates were raised. The tax produced great sums of money. 
It was an easy step, then, for the states and localities gradu- 
ally to provide that gasoline-tax revenue should be covered 
into the general fund, and thus be made available for ordi- 
nary public expenditures having nothing whatever to do with 
motoring. Authorities differ as to the extent of the diversion 
of gasoline-tax revenues to public purposes, other than road 
improvements. One recent calculation finds that 17 per cent 
of total collections presently are being diverted, or about 
$131 millions. The factors to be taken into account are com- 
plex, and figures are not readily available; so this calculation 
may not be absolutely accurate. Nevertheless, at least two 
questions confront us with respect to the great expansion 
of the gasoline tax in the past 20 years: 1. Should road 
improvements be paid for solely from gasoline or automotive 
taxes; and, 2, are such taxes a fair means for raising revenue 
for non-highway purposes? As to the first question, it is 
clear that the benefits of good roads do not flow solely to 
the automobile-operating portion of the public, nor do those 
benefits flow in any precise ratio to the use of gasoline 
by the particular citizen. Some part of the cost of road 
improvements, then, ought to be paid for out of the general 
revenues of the state. The second question is directed es- 
sentially at the equity of the gasoline tax itself. Unlike 
the income tax, the gasoline tax is not a particularly good 
measure of ability to pay; it shares the defects of the sales 
tax. Use of gasoline by no means varies directly with wealth 
or income. Further, the chief virtue of the tax as a practi- 
cal matter—its ease of collection—has a darker side as well. 
The taxpayer pays the tax a few cents at a time without 
very much consciousness of the huge aggregate amounts 
which are being exacted from him and his neighbors. The 
tax is not very likely to provoke the interest in government 
collections and expenditures which the property tax or the 
income tax does. The oil companies are aware of the size 
of the gasoline-tax burden, but the general public does not 
share their information fully. For all these reasons, it is un- 
desirable to use the gasoline tax to pay the total cost of high- 
way maintenance and improvement, and to extend its use 
as a source of revenue for general state or local purposes. 

5. Finally, it is not easy to say just yet whether the pay- 
roll taxes are the best means of supporting the social-security 
program or not. The general assumption has been that 
social-security benefits should be paid for in this particular 
Way, as a matter of course; yet the fair conclusion is not 
quite so obvious. If the coverage is to be extended—as 








Roswell Magill 








101 





seems to be contemplated—to pretty much the entire popu- 
lation, a pay-roll tax will be difficult to administer in the 
cases, for example, of domestic servants and farm laborers. 
Moreover, so far as the tax on employers is concerned, a 
different form of levy well might be more equitable. I have 
no solution to suggest at this moment, but I think we should 
not regard the problem as completely solved. 

We come now to the final stage of this discussion—a 
forecast of the fiscal developments of the future. In all 
prudence, we must discount very heavily any prophecy of this 
kind; because the fiscal cloth necessarily will be cut to fit 
the nation’s revenue needs, and our needs, in turn, will be 
conditioned by world events which cannot be worked out 
rationally in advance like a problem in algebra. We must 
recognize, therefore, that we are essaying the impossible— 
to introduce order and certainly into a disorderly world. 
Nevertheless, the fiscal roads we have traveled during the 
past 25 years will not all end abruptly tomorrow; some of 
them will continue largely unchanged. Some will be im- 
proved ; some, of course, may be abandoned in favor of better 
highways. On the basis of the analysis we have just con- 
cluded what reasonably can be foreseen ? 

There seems to me to be somewhat less likelihood of 
drastic changes in the state and local revenue systems than 
in the federal. The property tax is apt to continue as the 
mainstay of the states and localities. General sales taxes 
and gasoline taxes are not apt to be abandoned, but pos- 
sibly a campaign of public education with respect to their 
undesirable characteristics as major components of the tax 
system may prevent their further extension. The income 
tax probably will be adopted by additional states, and it is 
possible that the inheritance tax might be utilized to produce 
additional revenue, to be substituted for that presently ob- 
tained irom less-desirable forms of taxation. Both of these 
changes turn, to some degree, upon the possibility of better 
coordination of the state and federal taxing systems. It 
is conceivable, for example, that by agreement between the 
states and the nation the income tax, in substance, might be 
assigned to the federal government as a major source of 
revenue; while, in exchange, the inheritance tax might be 
assigned to the states. Finally, we may look forward to con- 
siderable improvements in tax administration by the states 
and localities. The development of strong, well-trained 
state tax departments charged with the duty of supervising 
the assessment and collection of taxes throughout the state, 
has been a most encouraging product of the past quarter- 
century. A tax system, however equitable on paper, is no 
fairer than its administrators. We have had too much ex- 
perience with the gross injustices resulting from tax ad- 
ministration by untrained, politicaly-appointed personnel. 
Business has a very real money stake in clean, fair, efficient 
tax administration. ‘ 

The federal revenue laws well may be changed in im- 
portant respects. The gains and losses of the war, whether 
we enter it or not, will be felt most markedly by the national 
government—which, on the one hand, provides the army 
and the navy and, on the other, looks to a tax on profits 
and income for 40 per cent or more of its revenue. We enter 
this war period in a much different fiscal state from that we 
enjoyed in 1914. Then our debt was low, our tax sources 
almost untapped. Today our debt is very great, our peace- 
time budget heavily unbalanced, our taxes imposed on a basis 
which yielded more in 1938 than our greatest collections 
during the first World War. We start, then, at a high tax 
level, and increases in rates or impositions of new levies are 
bound to hurt. 

So long as we do not enter the war federal expenditures 
ought to be reduced. That they will in fact be much re- 















duced is unfortunately not very likely. We badly need, 
however, to take a much more critical attitude toward de- 
mands for federal funds; to prevent, if we can, the acqui- 
sition of vested rights in subsidies and payments—possibly 
once justified as emergency measures, but no longer neces- 
sary federal expenditures. The spending programs of the past 
six years have provided us with many useful and valuable 
public works, and have relieved emergency conditions. But 
steady federal spending in excess of revenue receipts does not 
seem to have restored our economic health. We must recog- 
nize that we do not have surplus revenues to spend; we are 
confronting critical and uncertain times; we shall have to 
make real sacrifices to meet our fiscal necessities. We should 
abandon at once any thought that in some magical way 
the war is going to balance our budget for us. A tax sys- 
tem adequate to balance even the present federal expendi- 
tures at present levels of business would be regarded as a 
monstrosity. I do not believe that there is much real hope 
that war profits will increase tax receipts so greatly that the 
budget can thereby be brought into balance in the next 
few years without any reduction in the level of expendi- 
tures. 

In any event, we may be quite clear that the federal 
government is not likely to abandon tax sources; that taxes 
on business are not likely to be reduced, but that, on the 
contrary, business will have to fight for the retention of 
the many provisions remaining in the laws which were de- 
signed to deal justly with particular situations, but which 
do cost revenue. The past few years have seen the elimina- 
tion of consolidated returns, and of individual’s credit 
against the normal tax for dividends; the imposition, in ef- 
fect, of a tax on dividends received by one corporation from 
another; the whittling-down of the corporate-reorganization 
provisions. Most of these changes helped to increase the 
federal revenues, but they did not increase the fairness of 
the income-tax law. Corporate-tax rates have been in- 
creased, individual surtaxes have been increased, and a capi- 
tal-stock tax and excess-profits tax added. It is very much 
in the cards that individual personal exemptions may be 
lowered, and rates raised in the middle and lower brackets; 
and a real excess-profits tax laid upon business, along the 
lines developed in the first World War. These changes are 
almost certain if we get into the war, and they are quite 
possible even if we manage to stay out. 

Our tax system as a whole is not a particularly equitable 
system. It is extremely difficult—indeed almost impossible— 
to preserve an equitable tax system when the pressure for 
revenue is very great. It was much easier to introduce re- 
finements and equitable provisions in the tax laws in the 
20’s—when there were federal surpluses—than it is now, 
when there are federal deficits. On the other hand, the 
need for a division of the tax load on as fair a basis as pos- 
sible is greatest when the load is heaviest. We badly need, 
for example, to have some commission clothed with 
authority to work out a plan for a better division of tax 
sources between the states and the nation; for the elimination 
of the present overlapping and duplications of payments and 
reports. We badly need a careful reconsideration of our 
present federal tax laws—not merely to correct minor de- 
tails, but to satisfy ourselves whether the major sources of 
revenue ought to be retained unaltered, or whether even the 
same sums of money could not be raised more fairly in other 
ways. For example, do we want to retain a capital-stock 
tax—which really is not a tax on capital investment, but 
rather is an imposition on the basis of guesses at future in- 
come? Do we want to collect a large part of our federal 
revenue from excises on sales of commodities in common use? 
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Do we want to preserve the tax exemption of income from 
state and municipal bonds? 

There never has been a time when it was so essential for 
the citizen and the businessman to keep alert, to understand 
as well as possible the general outlines at least of the tax 
system, and to present his problems and his point of view to 
the government. The Treasury has taken a real step forward 
in inviting businessmen and their organizations to present 
their views in Washington. Before he can present facts or 


opinions, the businessman must study the subject; and I 
have great faith in education and understanding as the first 
great steps toward the solution of our problems. I am glad 
to have had the opportunity this morning to take some part 
in the educational process. Technical and difficult as the 
subject 1s, it is not impossible to grasp its broad implications ; 
and your grasp of those implications is more essential to the 
welfare of the state than the expert’s greater knowledge 
of many statistics and details. 


Free Enterprise vs. Feudalism 


THIS IS THE APPOINTED HOUR FOR ACTION 


By PAUL G. HOFFMAN, President of The Studebaker Corporation, before the American Petroleum Institute's 
Twentieth Annual Meeting at Chicago, Ill., on November 15, 1939 


Chancellor of free Germany, told me that if there 

was war, Germany and Russia would be allies, be- 
cause, as he said, their ideologies are similar—both are feud- 
alistic in concept. By his use of the word “‘feudalistic,” he 
implied that there was nothing new about the modern isms, 
that they were merely a streamlining of the old idea that the 
individual is a servant of the state. He might have used the 
adjective “tribal,” because in ancient times the same belief 
prevailed almost universally. As a matter of fact, of the 
thirty-eight to forty billion people who have lived since the 
beginning of the Christian era, less than one billion have 
ever known the meaning of personal liberty and economic 
freedom. No, there is nothing new about the idea that rulers 
should completely control the lives of the people. 

The new idea—the dynamically new idea in human his- 
tory is that individuals, if given a reasonable opportunity for 
a free expression of their abilities, can bring about a higher 
standard of living and a better social order for themselves. 
Speaking broadly, that concept is only about two hundred 
years old. It has had application in only a few countries— 
in modern England, France, Holland, Sweden, Norway, the 
United States, and some smaller countries, and for a com- 
paratively brief time in central Europe. It is worth noting 
that only the billion who have enjoyed freedom have ever 
experienced an improved standard of living. The common 
man in all totalitarian countries, from the days of the tribal 
chiefs to present-day dictators, has lived either at a subsist- 
ence or starvation level. The burning issue at the present 
time is whether the concept of individual liberty and eco- 
nomic freedom shall live or perish from the earth. 

I do not propose taking time for any impassioned appeal 
for the preservation of individual liberty. I assume that you 
are as determined as I am that there shall be no turning to 
feudalism as far as America is concerned. I have no fear of 
the enslavement of free Americans by any sudden military 
coup, or by any legislative action by which we will vote our- 
selves into bondage. There is no prospect of a blackout of 
freedom in America. I do believe that there is danger of a 
fadeout as a result of certain pressures which threaten free 
enterprise. I do not need to remind you gentlemen that 
personal liberty and religious freedom cannot survive if free 
enterprise is supplanted by regimentation. Speaking histori- 
cally, civil and religious liberties have always followed and 
not preceded the breaking of governmental controls over the 
market. In England, France and Holland, people gained 
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civil and religious liberty after they had fought for and won 
the right to conduct free business enterprise—not before. In 





Germany and Italy on the other hand, as we have seen in 
our own day, the people lost their civil and religious freedom 
after they lost free enterprise. We must either maintain free 
enterprise or accept feudalism. 

The outward and visible manifestation of the hazard to 
free enterprise is the excessive and constantly mounting bur- 
den of federal, state and local taxation. Some years ago I 
heard a most challenging address in which the speaker 
analyzed the fall of civilizations. It was his theory that either 
anarchy or regimentation was inevitable once taxation 
reached a point where it was absorbing in excess of from 
35 to 45 per cent of national income. He first recited the 
case of ancient Egypt where the mounting expense of the 
Priesthood eventually absorbed more than half the earnings 
of the producers, with the result that there was revolution 
and chaos. He then laid before us the history of Greece 
where the expense attendant upon the conquests of Alexander 
finally brought about a similar disaster. Then he showed 
how in more modern times in France the nobility took such 
a toll from the workers that revolution became inevitable. 

Let us see what is happening in America. In the year 
1913, our national income was $31,450,000,000. Federal, 
state and local taxes were approximately $2,194,000,000, or 
7 per cent of the national income. Twenty-five years later, 
or in 1938, national income was $62,450,000,000—approxi- 
mately double that of 1913. Ordinary governmental expen- 
ditures were $17,100,000,000, which was 27 per cent of 
national income. Of this amount, $13,700,000,000 was 
raised by taxes and the balance by borrowing. In addition 
to the ordinary expenditures, our government incurred addi- 
tional contingent and credit liabilities of $3,700,000,000, 
bringing the total to $20,800,000,000, or 33 per cent of 
national income. Governmental expenditures were almost 
ten times what they were twenty-five years ago; whereas, 
national income was just double. We are approaching the 
danger point! 

There are those who contend that the best method to 
reduce this dangerously high percentage of national income 
being taken by taxes is through a drastic reduction in gov- 
ernmental expenditures; others, with equal vehemence, argue 
that the only answer is a sharp increase in national income. 
It is my opinion that we must move in both directions. How- 
ever, neither howling about expenditures nor shouting for 
prosperity will suffice. Before we can proceed intelligently, 
we must find out why governmental costs are high and, 
secondly, why national income is low. An adequate answer 
to either of these questions would take hours which are not 
available and a profound knowledge which I do not possess. 
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I shall limit myself to making certain observations, with the 
full realization that they do not constitute either complete 
or authoritative answers to either question. 

Let us first consider this problem of reducing governmen- 
tal expenditures. Obviously the first attack should be on 
the wasteful use of tax money. Everyone recognizes that it is 
difficult to get full value for a tax dollar. When we think 
of governmental expenditures, we think of the Federal Gov- 
ernment, forgetting that there are 175,000 governmental 
spending units in the United States. It seems to me that the 
most sensible approach to this problem of eliminating the 
wasteful use of tax money is contained in the recommenda- 
tions of The Tax Foundation, of which Mr. Lewis H. 
Brown is Chairman and Mr. Fred A. Eldean, formerly of 
the American Petroleum Institute, is Executive Director. 
They suggest that the tax battle will be won in the county, 
just as national elections are won in the precinct. They urge 
that the county taxpayers organize and subject county expen- 
ditures to an intelligent audit and analysis. State organiza- 
tion proceeds naturally from county organization. The 
State of Nebraska has more or less provided the pattern 
where during 1938 the Nebraska Federation of County Tax- 
payers Leagues, working with public officials, brought about 
tax savings of $139,000,000 and a reduction in debt for local 
governmental units totaling $39,000,000. It would seem 
evident that this technique is sound. Our need is for its 
application in a wider area. 

In addition to curtailing the wasteful use of tax dollars, 
we face the equally important problem of how taxes should 
be raised. This is particularly true insofar as it applies to 
the Federal Government. At best, taxes are a retardant to 
business, but a given amount of taxes raised in one way may 
leave our economy functioning, and in another seriously 
cripple it. Let us, for example, consider the effect of present 
federal taxes on venture capital, which has been virtually 
driven from the market. 

Merle Thorpe, editor of Nation’s Business, in an address 
delivered nearly a year ago, told a story in one succinct 
paragraph which I want to quote. Mr. Thorpe said: 

“It is a fact that from 1900 to 1930 three billions each 
year of new capital, or savings, went into the development 
of new things, and another three billions into the expansion 
of industries already established. Eighteen of these new 
things, such as automobiles, radio, rayon, today furnish em- 
ployment to nearly ten million wage-earners, one-fourth of 
the total number of those employed in gainful occupations. 
Since 1930 less than one-tenth of three billion dollars each 
year has ventured in this way.” 

Along with other businessmen, I have ideas as to what 
might be done to free up venture capital. For example, I 
concur with Mr. H. S. Vance, who is Chairman of our 
Board and who was a member of the Fortune Round Table 
on Taxation, that great benefit would come from a further 
revision of our method of taxing capital gains as distinct 
from ordinary income. The low rates on capital gains estab- 
lished by the 1938 Tax Act were calculated to attract ven- 
ture capital. Failure to produce the desired result is due 
solely to the retention of the time restriction that securities 
must be held at least eighteen months before gains can be 
segregated. When one considers the obvious uncertainties 
which hang over all business transactions today, eighteen 
months is a long time. In Mr. Vance’s opinion, the time 
restriction should either be eliminated entirely or reduced to 
an extremely short period. The only objection which has 
been raised to this is that it might encourage speculation, 
particularly by people of moderate means. Apparently due 
consideration has not been given to the fact that up to the 
$18,000 level the rate of income tax under our present laws 






is less than 15 per cent. If a flat rate were applied without 
option, it would be a deterrent: rather than an incentive to 
speculation so far as the vast majority of taxpayers is con- 
cerned. As it is, the time restriction has mitigated against 
the usefulness of the revision from a standpoint of encour- 
aging venture capital, much of which must come from those 
in the higher income brackets. In Mr. Vance’s opinion, the 
time restriction should either be eliminated entirely or re- 
duced to an extremely short period. 

Of far more importance than any specific change was the 
recommendation of the Fortune Round Table Conference, 
to which I have already referred, of the immediate appoint- 
ment of an impartial, competent tax commission empowered 
to make a scientific study of our whole problem of federal 
taxation. We have among our congressmen some very able 
experts on taxation, but, insofar as possible, taxation must 
be moved out of the political arena if we are to have a sound 
system. So long as taxes are considered from the standpoint 
of producing the greatest revenue and losing the fewest votes, 
it is wishful thinking to expect anything other than con- 
tinuing shocks to our economy. It may be wishful thinking 
to believe that even a plan recommended by non-partisan 
experts could run the political gamut, but I am encouraged 
to believe that it might, because in 1924 the Socialist Labor 
Government in England appointed a commission headed by 
Lord Colwyn, and their program was accepted by Parlia- 
ment. 

The possibilities of such a study are limitless. The report 
issuing from it might well become our Magna Charta of 
taxation for years to come. The commission might well pre- 
pare schedules of tax sources and rates to meet budgets of 
varying sizes. It could formulate the ideal tax plan to meet 
the needs of a six billion dollar budget, a seven billion dollar 
budget, and so on to a ten billion dollar budget, pointing out 
the difficulties and the dangers of each progressive upward 
step in the total. Such a report would make visual to all the 
people their tax burden at various governmental cost levels. 
It would serve to protect this generation and the next against 
any further experimentation with tax devices intended pri- 
marily to promote social reform, to punish certain individuals 
or groups, or to achieve political advantage. 

Perhaps the principal advantage that would come out of 
the local and state tax audits and analyses suggested by The 
Tax Foundation, and the tax commission proposed by the 
Fortune Round Table, are the questions that would be raised 
as to whether certain governmental services are worth while 
in view of the burden that they impose. I am of the opinion 
that even though taxes were raised in the most scientific 
manner and our tax dollars spent wisely, we would still be 
faced with a burdensome cost of government because we the 
people have demanded too much of government. During the 
last few years we have witnessed the sorry spectacle of organ- 
ized groups from business, agriculture, and labor, fighting 
for their share of the loot in the form of subsidies or services. 
If free enterprise is to be saved, we have got to stop fighting 
separately for our share of the swag and unite in a battle 
to eliminate needless services. Any government will topple 
over if its citizens lean too heavily upon it. Only a self- 
reliant people can successfully carry on a government of the 
people, by the people, and for the people. 

Now let us indulge in the brash assumption that govern- 
mental expenditures are cut by as much as one-third and that 
the tax program is sound. Will that insure real recovery in 
these United States? I don’t think so. It will be merely a 
preface to recovery. Our big job is to increase substantially 
the national income. At the moment we are experiencing a 
kind of prosperity influenced, in part at least, by the war in 
Europe. Over the long pull, we would be far better off 
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without this stimulant. The big question is—What can be 
done to so speed up our domestic economy under normal 
conditions that we can look forward to a satisfactory and 
mounting level of national income? I don’t pretend to know 
how far we can go in raising national income, but I do be- 
lieve that within the next twenty-five years we can go far 
beyond the most optimistic figure that has yet been men- 
tioned. Certainly anything less than $100,000,000,000 in 
the decade ahead would be an unsatisfactory goal. I have 
nothing new to propose as a basic solution, but rather a 
return to the old concept that the best way to expand mar- 
kets, profits, and income is by maintaining or improving the 
quality of our products and selling them at a lower price. 
Business, labor and agriculture have all largely departed 
from this concept during this decade of depression. A return 
to it calls for a drastic change in both attitudes and actions. 

In the field of agriculture an attempt has been made dur- 
ing the last ten years to solve its manifold problems by 
creating artificial scarcity and thus raising prices. | admit 
to a fundamental antipathy to such a procedure, but, at the 
same time, | recognize the natural resentment of our farmers 
against being compelled to sell on a free market when, 
according to their beliefs, both industry and labor benefit by 
monopolistic controls. Within the last year in talking to 
farmers, | have sensed a growing skepticism as to whether 
the elaborate agricultural controls now in vogue will work 
to their advantage over the long pull, and a conviction that 
perhaps they can be made to work only by a complete regi- 
mentation of agriculture. An overwhelming majority of 
farmers are opposed to any such eventuality. 

Labor has contributed to higher costs by undue emphasis 
on high hourly rates and by supporting legislation unduly 
restricting hours of work. Along with an overwhelming 
majority of industrialists, | firmly believe in high wages. 
We cannot have mass production without mass consumption. 
At the same time we cannot have mass consumption if the 
unit cost of our products is pushed up beyond the level where 
there can be mass purchasing. The building industry fur- 
nishes a notable example of the adverse effects on the worker 
of abnormally high hourly rates. The net result is such a 
scarcity of work that an increasing number of skilled artisans 
have had to go on relief. It is my hope that as labor leaders 
become more experienced, their viewpoint will be broadened 
and they will make common cause with employers, who are 
willing to broaden markets by lower prices and thus expand 
the volume of available work. Of one thing I am certain— 
we have got to work and not loaf our way back to prosperity. 

Now I want to pay my respects to that section of the 
Wages and Hours Act which restricts hours of work. The 
operation of that law will inevitably bring one of two results. 
It will either decrease the annual earnings of workers, or 
rais the cost of goods if there is an adjustment in wages to 
make up for the lost hours of work. Even more important, 
it introduces the principle of controlling hours of work 
through legislation rather than through collective bargaining. 
I wholeheartedly believe in collective bargaining and feel 
that it is a necessary element in the functioning of a com- 
petitive economy. I am equally antagonistic to the idea of 
legislative control of hours of work, which, as I see it, be- 
longs only in a regimented economy. | am certain that 
through collective bargaining management and men can work 
out a far better solution to this problem of hours of work 
than can legislators who have little knowledge of the mani- 
fold problems in the varied industries. The present law 
exempts workers in certain seasonal occupations, but practi- 
cally all of industry is seasonal in character. As an example 
of how the law works, I should like to cite our own experi- 
ence. Ever since early last spring, we have had more orders 


than we could fill. That situation has been aggravated this 
fall and yet we had to shut our plant down on Saturdays 
when the 42-hour provision became effective, because we can 
neither afford to open the plant for two hours nor can we 
pay overtime because our gross margins are too small. Our 
men would have been glad to work forty-eight hours in the 
peak season in the spring and in the peak season this fall, 
but they have been required by law to loaf and not work. 
Thus is free enterprise sabotaged, because, to function suc- 
cessfully, it must not be subjected to needless rigidities but, 
rather, it must have flexibility. It is my hope that labor, 
protected as it is by collective bargaining, will some day join 
with us in a fight to repeal this restrictive legislation. 

Most businessmen are, of course, in complete agreement 
as to the desirability of having both agriculture and labor 
recognize the importance of expanding the volume of busi- 
ness through lower unit costs. As a rule, they feel pretty 
smug about business, and hold the view that we are the 
chosen defenders of free competitive enterprise, or the Amer- 
ican way of life as it is sometimes put. I agree that most 
businessmen not only give lip service to free enterprise but 
are willing to take their chances in competing under the 
system. Unfortunately, business has been badly positioned 
by a highly articulate minority. That minority is likely to 
torpedo free enterprise unless it is stopped. 

Let us first of all clearly define the relationship which 
should exist between government and business. Our govern- 
ment represents all the people and has not only the privilege 
but the duty of protecting their interests. In that area of our 
economy where monopoly is natural and most efficient, the 
government must assume a large measure of control. In that 
larger area where competition is the natural control from 
the standpoint of the consumer, then government has the 
obvious duty of maintaining competition and of protecting 
businessmen themselves against underhanded and unfair com- 
petitive attacks. The interests of the customer come first— 
as a matter of good business and as a matter of good govern- 
ment. Those of us in the competitive area should recognize 
the need for government policing, but resist efforts at gov- 
ernmental control. We should fight for those governmental 
activities designed to protect the customer. We should fight 
against any effort of the government to help us make profits 
—that’s our job. We should fight to the death against legis- 
lation which has as its objective taking competition out of 
the competitive system, for in free competition lies the force 
which will operate inexorably to bring down costs and thus 
expand markets. 

Where has articulate business stood on the maintenance of 
open competition? Business has had several clear-cut chances 
to express itself on this issue. One of the first was when 
N.R.A.’s Blue Eagle went on the hunt. 

The N.R.A. was an experiment in fascist control of busi- 
ness. It was deliberately designed to control competition— 
not to promote it. If there ever was a time when every 
believer in the free competitive system should have shouted 
to high heaven, it was when that law was proposed. Actually 
the businessmen who did oppose it were conspicuous. Henry 
Ford stood out to the last. The Automobile Manufacturers 
Association, which includes all manufacturers except Ford, 
accepted a code for labor standards but refused, in spite of 
all kinds of pressure, to adopt a trade practice code. Here 
and there throughout industry arose other last-ditch fighters 
for free enterprise, protesting because they knew that free 
markets and free thought were inseparable; that political 
liberty could not survive alongside economic regimentation. 

Today the N.R.A. is a dead issue. But its spirit lives and 
stirs and rises again in hydra-headed persistence. Since its 
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demise, the Miller-Tydings Act has legalized price mainte- 
nance and price fixing. State fair trade practice acts have 
been passed in 44 states. Laws to license business leap from 
the floor of every state legislative session. This year in the 
State of Michigan alone twenty-six licensing bills were pro- 
posed by twenty-six business groups, all aimed at throttling 
free and open competition, all designed to put some com- 
petitor out of business. 

More than 200 bills were introduced into 44 state legisla- 
tures this year with the objective of raising additional trade 
barriers between our various states. Already in existence are 
more than 300 such barriers to commercial intercourse be- 
tween our states, most of them attempts on the part of some 
business group to get “protection” from competition ; to dodge 
the hazard of letting the customer be his own judge and jury, 
as he must be in the court of true free enterprise. 

Have businessmen condemned and fought against these 
attacks on our American system of free competitive enter- 
prise? The answer must be a reluctant “no.” The fact is 
that the state capitals and Washington, D. C., have been 
infested with businessmen seeking licensing laws or some 
other form of special privilege all aimed, as they put it, “to 
civilize competition.” 

Need these businessmen be reminded that the American 
Indians were civilized by the United States Government and 
that they are now wards of the government? 

Granted that these business seekers after special privileges 
are in the minority. The great majority of businessmen have 
given tacit consent to such activities by their silence. They 
have not even been articulate in their recognition of the Fed- 
eral Trade Commission as Public Friend Number One of 
free competitive enterprise. Charged with partial responsi- 
bility for maintaining open competition and with full respon- 
sibility for protecting business against unfair competitive 
attacks, this great agency has not always had the vigorous 
support of business. Minority groups have attacked it un- 
fairly; there has been resentment of its so-called interference 
with business. These attacks have missed the main point. 
The Federal Trade Commission makes no attempt to control 
or manage business, but merely to police business to its own 






advantage. The theory of its operation is sound from the 
standpoint of preserving free competitive enterprise. 

What I have been saying, in effect, is that business has a 
whale of a job of housecleaning before we can assert our 
right to leadership in this battle to save free enterprise. 
Those of us who believe in free competition must not only 
practice it but, in addition, must train our guns against those 
who seek a short-cut to profit by inviting legislative restric- 
tions on competition. We must intensify our efforts to ex- 
pand volume by doing the best job we have ever done in 
history for our lord and master—the American customer. 
If we so dedicate ourselves, we can, with justification, hope 
that agriculture will abandon its doctrine of scarcity, and 
labor its philosophy of high hourly rates and less work, and 
join with us in a determined effort to provide that more 
abundant life. 

This is the appointed hour for action. Our country is not 
involved in war, and we are still free to fight against regi- 
mentation. If war should come—which God forbid—regi- 
mentation is inevitable, but by swinging into action now we 
can so fortify free enterprise that it could recover even from 
the shock of war. If, however, we are lulled into any false 
sense of security by the ephemeral war prosperity we are now 
experiencing, and continue to trade our liberty and freedom 
of action for special privilege or fancied security, free com- 
petitive enterprise might not survive even if peace continued. 
Involvement in war would at best leave us with a shadow 
and not the substance. It is going to take courage of a high 
order to resist the allurements that may be offered in the 
form of governmental regulations as a quick way to profits, 
to turn our backs on any and all forms of price fixing, but 
our goal is the preservation of the American way of life, of 
civil and religious liberty, and of economic freedom. What 
could be more worth while? May I remind you, as a final 
word, that “security” has been the fashionable objective in 
this decade of depression and decadence. This country was 
not built up by seekers of security, but by self-reliant adven- 
turers, and we must recapture their gallant fighting spirit. 
If we do, nothing can stop the resurgence of that old singing, 
dynamic America we once knew. 





The Place of the University in 1940 


EVERYTHING IT STANDS FOR IS THREATENED 
By ROBERT S. LYND, Professor of Sociology at Columbia University 
Delivered at the Opening Exercises of the 186th year of Columbia University, September 27, 1939 


SPEAKER approaches an occasion like this with 
hesitation. World events overshadow the campus and 
appear to dwarf the meaning of education. Everything 
a university stands for is threatened with eclipse in a world 
harnessed to employing the crudest, least intelligent of man’s 
institutions—war—to achieve the rival purposes of men. 
Presumably, the University Orator on an occasion like this 
speaks for the University. But a university is an endow- 
ment, a board of trustees, a group of administrative officers, 
a faculty, and bodies of alumni and of students. I shall not 
attempt, as one might in happier times, to speak for such 
a disparate array of elements in the University. What I say, 
therefore, must be simply my own responsibility, the effort 
of one person in the University community to measure the 
potential role of the University against the conditions we 
face. 
Nobody knows as yet whether the United States will 


remain formally outside this war. It is not improbable that, 
slipping by stages and goaded by propaganda, the horror of 
civilian bombings, and the stark likelihood of harrowing re- 
verses to the armed forces of Britain and France, we shall 
enter the war in 1940. Business Week reports that official 
Washington is gearing its ramifying activities to military 
participation in six months. Even if the United States suc- 
ceeds in maintaining a precarious neutrality, America and 
American universities cannot remain untouched by the re- 
percussions of events overseas. 

Our prolonged depression, with its denial of private hopes 
and its frustration of men’s futures, has whetted the edge of 
popular resentment and rendered public opinion unstable. 
We live in an atmosphere far more explosive than that of 
twenty-five years ago. Diverse ideologies involving directly 
the central system of capitalism are integral parts of the pres- 
ent conflict. The spread of the Nazi and Soviet systems over 
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Poland has inflamed the religious issue, and we are already 
beginning to hear this war proclaimed from the pulpits of the 
world as “a holy war against atheism.” Both of these major 
issues, calculated to set man against his neighbor, were less 
important in the last war. Moreover, Western democracy is 
today more aware of internal weaknesses and more appre- 
hensive of the direct challenge of rival systems than it was in 
1914. In this country, lines of force have :.'ready tightened, 
and witch-hunting against dissident groups and individuals 
is well under way, with the backing of the press and other 
influential agencies. 

Whether we are neutral or at war, all signs point to the 
strong likelihood that the coming months and years will be 
more difficult in the United States than were the years 1914- 
18. It will almost certainly be harder than it was then for 
university faculties and students to do their work. In the 
last war, the chief divisive issue among intellectuals was 
pacifism, as against the use of force. In addition to this issue, 
we now confront, whether as professional teachers and re- 
searchers or as students, questions, sharpened by the war, 
that penetrate divisively to basic institutions by which we 
Americans live. We have to think and teach and study in a 
world in which some things that were confident intellectual 
exclamation points in the last war are now question marks. 
We have seen some of the plans and instruments by which we 
hoped to build a new world out of the wreckage of the last 
war to turn into changed shapes that mock our hopes. Many 
of the things we thought we knew, we now must begin to 
discover afresh in a more penetrating and inclusive context. 
Even basic things like “democracy,” that we then viewed 
more simply, now require not merely affirmation, but dis- 
criminating—and hence, in wartime, vulnerable—redefi- 
nition, 

It is the honorable tradition of universities that they are 
places where objective science and wisdom may live and grow 
unmolested. But modern war takes tradition by the throat. 
It is to the honor of Columbia University, but a grim re- 
minder of the Indian summer of tolerance through which we 
may momentarily be living, that Professor Beard is to be 
back on our campus this fall. In the troubled world ahead 
of us, individual scholars may manage to live in comparative 
isolation from the pressures of the surrounding mass of 
opinion. But a university cannot. As insecurity and bitter- 
ness mount in the world about our universities, earnest, fear- 
ful people and pressure groups will displace their pent-up 
aggressiveness impartially onto the enemy abroad and onto 
places like universities that continue to encourage the still, 
small voices of reason. In one of the most progressive 
suburbs of New York, the school superintendent has already 
passed the word on to his teachers not to talk about the war 
and war issues in the schoolroom. That will not, of course, 
happen at Columbia University; but alumni are human 
beings, as are trustees, administrators and even one’s academic 
colleagues. So let us not deceive ourselves that our campus 
will be an island of sweet reasonableness in the time ahead. 

In the midst of our personal and collective perplexities, 
two convenient ways out present themselves to the academic 
fraternity: We can, as individuals, retire into the padded 
inner recesses of scholarship, while the storm rages without. 

In briar bound comfort of his hole 
The wary rover finds retreat; 
From all invasions of the soul 

His mind escapes on padded feet. 


Or we can resolve our perplexities wholesale, after a fashion, 
by viewing the war in gross, over-all terms as a “fight for 
freedom,” and by joining the shouting parade that would 
solve all issues by “hanging Hitler.” Over against these 
two courses, there is a harder optional path for the university 





teacher and researcher—not a way out, but a way straight 
into difficulty. I refer to the way that, far from muting or 
quit-claiming the responsibility of intelligence in time of 
war, insists that intelligence must work and fight to make 
itself heard above the noise of the marching bands. 

Which of these three paths one takes will depend in part 
upon how one views or rationalizes this war. Many intel- 
lectual workers will find it possible to view the war as an 
external annoying interruption of the even tenor of their own 
work and of civilization and progress. Some, according to 
this view, can see the developments of the past twenty years 
as a matter of individual pathology or megalomania, and can 
regard the knocking of a personal devil off his pearch and the 
resumption of the status quo ante as the supreme objective. 

Others on our campus will find it difficult to reduce the 
situation to such simple terms. They will not regard this 
war as an isolated calamity or as a “different” kind of war. 
While recognizing the danger in immediate threats, such 
persons will view the war as a phase of the chornic problem 
of attempting to carry on human living under the kinds of 
national and interational institutional arrangements that now 
operate. These persons differ among themselves in the char- 
acter, range, and timing of the changes they envisage as 
necessary ; but they agree in feeling that the war itself is not 
the fundamental problem that confronts intelligence in our 
world. 

Whether the United States enters the war, or whether it 
continues to maintain its neutrality, it is the clash between 
these two views of the war that will harass us all here on the 
campus. And the world about us will not be slow in forcing 
upon us with unremitting insistency the problems of patriot- 
ism and of “radicalism in the universities.” I believe that 
such emotionally loaded terms as “radical” and “conserva- 
tive” are irrelevant to the business of the intellectual. Acute 
thinking goes where acute thinking is needed. It is a func- 
tion of the problem presented, and must be so viewed, with 
the minimum of extraneous labels and tags. Our American 
universities should aim at all times to be places in which the 
full range of institutional alternatives confronting mankind 
are fully, honestly, and hospitably analyzed. Few candid 
observers will claim that this aim has been adequately 
achieved in the past. The United States has a tradition of 
satisfaction with itself and of liberal optimism as to its 
future. Developing in such an atmosphere, the distribution 
of influence—over our channels of information, our legal 
system, our churches, our schools—has become such that we 
can count in advance on the heavy preponderance of the 
presentation of customary or but mildly innovating argu- 
ments on 2 given issue. And this general tendency in the 
culture applies also to the research and teaching in our uni- 
versities. Our American culture has massed its resources at 
many vital points to oppose the full consideration, let alone 
the introduction, of intelligent social change. But decades of 
dragging lag in institutional adjustment do not solve prob- 
lems, but cumulate them into new difficulties. Pathologies 
too long neglected may yield finally only to surgery. 

In climactic times like these, therefore, society needs its 
universities, and needs to free them to think with all possible 
penetration, wherever that thinking may lead. The univer- 
sity becomes the place to which a culture, darkened by pas- 
sion and beset by the need to act, can look for the steady 
sifting of situations and the fearless application of intelligence 
to appraise the optional ways ahead. I have no illusions that 
such a course is easy. In fact, all signs and precedents point 
to its extreme difficulty. But if a university community is 
not content to be an ornament to Caesar, it must fight, in its 
individual and corporate capacities, for public recognition of 
its own interpretation of its role. 
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I have been stressing the need to work on issues that press 
close about us. Obviously, in the division of labor in the in- 
tellectual world, that cannot apply equally to all of us. If 
the American Exchange Lecturer before the British Associa- 
tion for the Advancement of Science spoke this month on 
“Science and Social Pioneering,” that does not signify that 
pure research in the natural sciences should not continue 
undiminished. Nothing that I have said about the option we 
face of retiring into the padded inner recesses of scholarship 
should be interpreted as disparagement of the humanities. 
With the Old World locked in war, this country takes over 
a great, new role, as the center where literature, the arts, 
and scholarship, as well as science, can be preserved and car- 
ried forward for all humanity. If we cannot remain in- 
different to the world about us, study and research that look 
far ahead for their consummation must, nevertheless, go on. 
And the study of the past, of traditionally valued things, 
takes on new importance at a time when we are sifting and 
seeking to reaffirm those values for which mankind fights. 
Only remember, as Jaures said when he was accused of 
neglecting tradition: “Take from the altar of the past the 
fire, not the ashes.” 

In any such statement of the role of a university at this 
critical moment, teachers and researchers in the social sciences 
occupy the exposed advanced positions, out in the shell holes 
between the lines in no-man’s-land. For it is the stuff on 
which we work as scientists that is the cause of wars and of 
the other institutional tangles that coincidentally support 
men’s lives and frustrate their hopes. Social scientists cannot 
walk out of the overheated world of the front pages of the 
New York Times into the cool and impersonal world of a 
professional life in a Pupin physics laboratory; we cannot 
bifurcate our lives into living as citizens, on the one hand, 
and, on the other hand, into spending our professional work- 
ing energies on the universes of knowledge with which the 
biologist, the linguist, and the professor of literature deal. 
Social sciences exist because there are institutional problems ; 
and in our era it so happens that the social sciences are thrust 
forward as the most conspicuous “trouble-shooters” for the 
culture. We must work at the white-hot core of current 
controversy, where passions are fiercest and reason most 
darkened. If a professor of chemistry expresses a deviant 
economic opinion, he is not apt to be labeled as a “dangerous” 
teacher—because he teaches chemistry. His colleagues and 
the administrators may think him ‘“‘queer” and wonder why 
he needed to express such an opinion; but if he is a competent 
chemist there is little tendency to connect his economic opin- 
ions with his teaching. Would to God more of us could 
be chemists in these days! 

So may I bespeak from you, students and colleagues of us 
social scientists, who are in other fields of work, a special 
effort to understand the occupational hazards in the midst 
of which social scientists must inescapably work. If some of 
our judgments and actions differ from yours in the aggra- 
vated days that lie before us, we are not trying to be “sub- 
versive’; we are simply trying to use intelligence where it 
happens to be our professional responsibility to use it. 

The world is sick, deadly sick. Where war has come al- 
ready, the orderly intellectual processes of peace-time rebuild- 
ing of human civilization are largely in suspense—‘for the 
duration.” ‘There is no escaping the fact that, with the 


shrinkage of space and time in our modern world and the 
world-wide interlinking of economies, our destines are defi- 
nitely influenced by events in Europe. As yet, however, the 
United States is the one place in the world where one can still 
think and act with relative freedom. Therefore, we in the 
United States carry perforce a heavy responsibility that 
is, I believe, even more important, for the rest of the 







world as well as for ourselves, than whether or not we 
participate in the war. That responsibility is to harness our 
best energies to the analysis of the larger problem of the time 
after the war: What kind of world is going to be most 
viable then in terms of the needs of men and women and 
children? Thoughtful people have been calling for a peace 
conference before the war, to decide in advance the terms 
of the peace. It is now too late for that. We are already prob- 
ably too late even here in the United States to frame long- 
range, carefully reasoned stipulations to control the kind of 
peace for which we ourselves would fight, should we decide 
to fight. 

But some day, in the exhausted future, an armistice will 
come. It will no. be an auspicious time or occasion for the 
application of intelligence to the problems which will then 
present themselves for decision. But decisions will be made, 
on some grounds, intelligent or vindictive; for there will be 
no avoiding them. The world will go on after the peace. 
What kind of a world? A world set to work in terms of 
what kinds of institutions and underlying assumptions? And 
with what kinds of changes in the internal operations of even 
the victor nations, as well as in their international forms 
of intercourse, that will render the tragic blunders since the 
Treaty of Versailles less likely to recur? Things will happen 
during the war that will temporarily jump social action 
ahead along trend lines that intelligence can already predict 
as inevitable in the future. I refer to such things as the co- 
Ordination of national and international economies and the 
more liberal codpting of experts to perform experts tasks in 
the public interest. How can we hold these temporary ad- 
vances on into the peace time, instead of blindly reverting 
to earlier or less intelligent practices, as we so largely did 
after the last war? A member of the Cabinet remarked with 
regret in a recent private conversation that in the current 
high-pressure planning in Washington for the dual even- 
tualities of neutrality or war, the Government has no time 
to canvass the subtleties of action in relation to their con- 
structive bearing upon demobilization and the peace time to 
follow. 

Surely such problems as I have just suggested are highly 
relevant to the work of trained specialists concentrated in our 
universities in this momentous year. They are staggering 
problems. But they are problems that should be squarely 
faced in terms of our respective capacities—problems that 
call for the best we have. They are not problems on which 
the judgment of the man on the street can help much; nor 
problems that can properly be left to the political atmosphere 
of Congress or to the guidance of the slogans of rival political 
parties in an election. There is not a strong tradition in the 
United States of utilizing trained intelligence in the public 
interest. If intelligence is to rise to meet its present opportu- 
nities and responsibilities, this can only happen through peo- 
ple like us professors outthinking the field and having the 
courage to insist that they be heard. And in this the uni- 
versity as a corporate body must stand unequivocally behind 
the isolated, and perhaps dangerously exposed, individual 
scholar. 

I believe that the primary role of the university is not to 
send professors in uniform to Washington to “help win the 
war’; but to focus its best energies upon the sustained 
analysis of the problems our world must face “in the time 
after.” Here, in the analysis of these long-term issues, is 
the continuing urgent responsibility for which society pre- 
sumably supports intellectuals and their research. If this is 
not our role, what is? Who else can do it? 

For such forthright action as I have suggested, our uni- 
versities are not entirely prepared. It is disturbing to read the 
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following in Professor Laski’s “America Revisited,” based 
on his long stay in this country last year: 

The degree to which the institutional apparatus of 
America is outworn is still, I suspect, concealed from 
the public view. There is too little general discussion 
of what is ugly and mean on the social landscape. .. . 
Even the universities—which have the duty of seeing 
the problems of the new America from an eminence— 
have in these momentous years largely abdicated from 
their function. For they have been timid where the 
times called for boldness, and devoted their energies 
rather to description than to the postulation of those 
values which enable the choice to be firmly faced because 
it is courageously defined. 


If this is true, as it certaninly is in no small degree, it but 
emphasizes our need for direction and courage. 

All that I have been saying was addressed both to students 
and faculty. Now, may I speak directly to you students? 

Don’t be overborne and discouraged by people who want 
you swiftly to forsake the University and to get into the 
“practical” work of this eddying world. These people will 
taunt you with the question, “Are you going to be a student 
all your life?” If research, intelligence, long-term thinking 
were ever needed, they are needed now. 

You constitute in your vigor and hopes the fresh vitality 
entering our studies and classrooms in this autumn of dis- 
may. Most of you were born too late to remember the last 
war; you have been maturing under the pressures of ten 
battering years of depression; and you come to us with the 
unstudied but realistic demands of a generation that must 
prepare itself to carry on after us. We faculty people need 
you badly as constant, interrupting corrections of our settled 
ways of living and thinking. We professors have heavy 
commitments to our past—our training in an earlier genera- 
tion, the ideas derived from this earlier thinking, and the 
long, unconscious smoothing process of working up through 
the academic ranks. The rebel grain of a Thorstein Veblen 
tends to get lost in the academic planing mill. We tend to 
find it easier to work along on old, familiar things, in a 
generation in which the world is undergoing the most rapid 
and unprecedented change in our whole national history. 

I stood again this summer before the Orozco frescoes in 
the Dartmouth library. One of them is aimed straight at us 
academic people. It depicts a wizened baby in an academic 


cap being delivered by a bent old man in cap and gown from 
a skeleton lying on a pile of books. Close at hand are other 
babies carefully bottled and labeled. In the background 
stands a forbidding row of elderly academic dignitaries. It 
is a savage picture, and yet one which academic people may 
not entirely disregard. At this moment, when the world in 
which you students are to live and to try to do your work 
with the training we give you is being hammered out in the 
bitterness of the greatest world war in history, we should all 
search our consciences. It will be a different world after this 
war, and what you and we are doing here at the University 
should make a difference. 

Don’t be overawed by our titles, our books, our authority 
over you. This new world is not all in the books or in our 
heads. Did you see the recent cartoon in Punch of the cock- 
ney father looking disgustedly at his son bent over a book, 
and saying, “Readin’ again—always readin’! Ain’t you got 
a mind of yer own?” ‘Tell us when you think we overreach 
ourselves and our knowledge. All of us do at times. Or 
when what we say is meaningless to you. I like the anecdote 
Viscount Morley tells of Professor Sidgwick. During an 
examination at Cambridge, Sidgwick found in the candi- 
date’s paper some mysterious philosophical passages; turning 
to a fellow examiner, he said, “I can see that this is non- 
sense; but is it the right kind of nonsense?” 

Bring us your fresh strength and insights; help us to bend 
ourselves and our ideas—if need be, despite ourselves—to the 
clamorous demands of these new times. 

And now we begin the new year. We face the new year 
shrunken in stature in a world that threatens to brush aside 
all that a university stands for. It will be a grim march 
ahead, try as we may to lighten it by mutual understanding 
and consideration. Nobody knows what we face. Tracing 
back the span since 1914, there seems little reason to expect 
that badly needed progress will happen automatically, of its 
own accord. If the world becomes a better place in which 
to live and to seek to satisfy man’s desires, that can only 
happen over the fragile causeway of the steady, courageous 
application of intelligence against the things that now thwart 
man’s hopes. There is literally no other way out. We fac- 
ulty people, amidst our private dismay, are groping to keep 
intelligence free and to hold its focus on the spots on which it 
is direly needed. We must stand together, faculty and stu- 
dents, as we work to build a better world for the time after 
this war. 


American Business in War and Peace 


ECONOMIC PEACE ESSENTIAL TO POLITICAL PEACE 


By THOMAS W. LAMONT, of J. P. Morgan & Co., Bankers 
Before the Academy of Political Science, Hotel Astor—New York, November 15, 1939 


HAT is the attitude of American businessmen to- 
wards War and Peace? Although I have no 
mandate to speak for them, I venture to say it is 
this: First, to avoid armed conflict. Second, to encourage, 
rather than to obstruct, the efforts of the democracies to 
purchase here supplies vitally needed for their defense. Third, 
to make our country’s economic and financial strength im- 
pragnable, so that finally America may be in a position to 
render sound and wise cooperation towards an enduring 
Peace. 
I speak first of the determination to keep out of war 
because a few years ago a loud outcry, largely political, was 
raised that American businessmen have favored war because 


of the fancied profits flowing from armed conflict. There 
was never a charge more unfounded. There is nothing that 
businessmen the world over fear and detest quite so much 
as war. They know that there is no possible future for any 
sort of business, big or little, unless we can have peace, 
orderly means of production and good faith. The whole 
business world on both sides of the water is clearly appalled 
at the thought of another war and of the disastrous social, 
financial and economic consequences that are almost bound 
to follow it. I wish someone would run down the sources 
of the idea that businessmen are inclined to war. For ex- 
ample, in recent years we have seen Japan’s aggression in 
Asia, and Italy’s in Africa, and Hitler’s repeated forays in 
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Central Europe. Is there anyone in his right mind who 
would suggest that these acts of violence and of armed con- 
flict have been favored or promoted by business interests ? 

The individuals and groups that have in recent years 
promoted this false legend, now clearly on the wane, seem 
to believe that businessmen think as a class and put their 
material interests above all else. They do not. They are 
human beings first of all, members of the general com- 
munity. They love their country as warmly and in the 
same way as do our statesmen, our teachers, our profes- 
sional men and our wage earners—no more, no less. Their 
reflections about war and peace and democracy and civiliza- 
tion are on the whole the same as those of any other cross 
section of the community. 

Today 95% of our people, including businessmen, want 
to see the type of life and liberty that Britain and France 
are fighting for preserved from destruction. And at the same 
time 95% of our people want to avoid war itself. Ade- 
quate and vigorous defenses for our country; the restoration 
and strengthening of America’s domestic economy—these 
are the measures that will prove the best bulwark against 
War; the most helpful starting point for contribution to the 
Peace. For businessmen know that without economic peace 
in the world there can never come a stable political peace. 

That lesson has, alas! been proved only too clearly by 
the history of Europe for the last twenty years. For the 
European world is not fighting a brand new war today. It 
is entering upon a third phase of the conflict that began in 
1914. The second phase, the disastrous economic war, per- 
haps even more devastating than armed conflict, began almost 
the day after the Armistice in 1918 and, with only slight 
intermissions, continued for two decades. The third phase 
began with Germany’s reentry into the Rhineland in 1936; 
its absorption of Austria in 1938; its breach of the Munich 
Pact in September a year ago; its crushing of Czecho- 
Slovakia last winter, and then finally the invasion of Poland 
last September. Perhaps, then, this present struggle is only 
the third phase of what in history may come to be known 
as the Second Thirty Years War. 

Roughly, what were the fateful events in their sequence, 
beginning with 1919? First, then, as has so often been 
pointed out, America having intervened in the war and hav- 
ing fought the good fight, withdrew completely from the 
peace. I am not for a moment attempting to argue the wis- 
dom or unwisdom of our rejection of the Versailles Treaty 
and the other peace treaties and of the League Covenant; 
or of our dropping the Tripartite Treaty, signed by President 
Wilson at Paris, undertaking with Britain to come to 
France’s defense against future German aggression. The 
fact is simply that we did withdraw. And thus treaties, 
which depended for their amelioration and enforcement upon 
the continuing participation of the United States in world 
affairs, were largely shorn of their constructive features. 

What next? With the tripartite treaty of defense gone 
with the wind, France said in effect: “Surely we shall find 
the Germans invading us again as in 1870 and 1914 unless 
we hold them down militarily and economically.” Britain 
said, ‘““No—to avoid trouble we should build Germany up.” 
As the event showed, the three policies (America to with- 
draw, France to weaken Germany, Britain to strengthen it) 
all worked at calamitous cross purposes. I have perhaps 
oversimplified my history of the 1920’s, but in essence I 
believe it is correct. 

And as one of the consequences there was waged the 
thirteen-year economic war over German Reparations—what 
Germany should pay, what she could pay, what she should 
be forced to pay. That economic conflict, punctuated by the 
tragically unwise invasion of the Ruhr, had its disastrous 
repercussions not only throughout Europe, but to the further- 








most corners of the globe, certainly including America. What 
marked its final phase was the complete financial breakdown 
of Central Europe in the spring of 1931. As a consequence 
in September of that year England was driven off the gold 
standard and its currency rendered so unstable that, after 
its payment to our Government of almost a billion and a 
half dollars in cash on its debt—a fact that seems frequently 
to have been overlooked—it was unable to continue its pay- 
ments to Washington. 

No less a calamity, both political and economic, was the 
break-up of the Austro-Hungarian Empire, as confirmed 
by the Treaty of St. Germain. For generations the political 
entity of Austria-Hungary, despite its disparate racial ele- 
ments and consequent political instability, had been a pros- 
perous region of free and uninterrupted trade which acted 
for Central and Southeastern Europe as a great and fertile 
oasis of economic security; at the same time serving as a 
political bulwark against German gggression to the South 
and Southeast. Vienna was the great entrepot for agricul- 
tural Hungary and industrial Bohemia. It was the centre 
of beneficent activities, an ancient city renowned for its prog- 
ress in medicine, in music, and in the arts. The Allied victory 
brought a wild release of emotions among the various racial 
elements of the Empire, and under the several treaties, 
all this normally prosperous region was snipped into pieces, 
the remaining Austria being only a vestige of the old Empire, 
its glories gone, desolation and despair reigning in its door- 
ways. On top of it all, separate tariff walls were set up, 
separate armies, air-forces, and all the expensive and burden- 
some paraphernalia that go with modern-day armament, 
plus the intensest and most dangerous kind of nationalism. 

In this process of territorial and economic disintegration 
America must share some degree of responsibility with 
Britain, France and Italy for, while President Wilsen’s 
ideal principle of self-determination of nationalities looked 
fine on paper, in practice it proved an altogether different 
cup of tea, and the dregs were bitter and devastating. And 
so the treaty of St. Germain stands out stark and menacing 
alongside that of Versailles which, despite all the violent 
criticism it has suffered, contained all the elements and con- 
stitutional provisions for constant revision—revision which 
might well have been steadily availed of had the United 
States not felt impelled to withdraw completely from the 
machinery of the Peace. 

However, I must not overdramatize the past failures of 
the victorious powers, but rather turn to the ominous devel- 
opments that took place inside Germany. The Empire of 
William II had laid the seeds for its economic downfall by 
attempting to finance its waging of the World War through 
loans rather than through heavy taxation. It had counted 
upon victory to bring rich financial fruits. Defeat inter- 
vening instead of victory, Germany made a desperate effort, 
before its currency faded into thin air, to foist its marks upon 
a rather naive and credulous outside world. Despite extra- 
ordinary progress made by the Germans in this field of 
high financial endeavor, there came the Great Inflation that 
wiped out the German bourgeoisie—that great, sober, hard 
working, middle class that, in an economic sense, had been 
the backbone of the Reich. 

Thus what we have been witnessing in Germany since 
1933 and even before, has been the progress of a violent 
and almost complete social revolution. A German friend 
described it to me in terms of a great tidal wave. It came 
rolling in, in great surges from the vasty deep and, over- 
whelming the country, bore out to sea and oblivion the stable 
elements of the community, leaving cast upon the shore all 
the strange creatures of the underseaworld of society. They 
are the one that have been ruling the Third Reich with 
the strange and malevolent practices that have so shocked 
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Western civilization. They are the ones who have taught 
the German people to ignore the frightful losses which they 
chose to incur in waging the World War, calculated as some- 
thing like the equivalent of 100 billion dollars, and to at- 
tribute all their troubles, financial and other, to the Versailles 
Treaty. 

This, then, is a businessman’s rough sketch of the eco- 
nomic sequences in Continental Europe for twenty years 
past. What for the future? First as to the war itself, the 
Allies must win. It is inconceivable that any man or nation 
should be able to compel the British and the French people 
to live in subjection to them and to adopt their mode of 
life. Man can never be both bond and free. It is against 
the nature of things that the Fuhrer should be able to con- 
tinue to overrun one sturdy and independent nation after 
another, declare it to be German whether it is or not, and 
expect it to remain a vassal state and part of the Reich. 
That cannot be done. 

The very fact that the British and French seemed so 
slow in their preparations, their very reluctance to war, their 
perhaps almost naive efforts for appeasement—these are factors 
that have strengthened rather than weakened the moral 
forces of these two countries, have hardened their determina- 
tion to preserve their way of life, and have enhanced the 
sympathy felt for them by so many powerful neutrals, includ- 
ing our own country. 

No, today, I am one of those who believed that England 
is not decadent. It is the same old country that in Eliza- 
beth’s time destroyed the Spanish Armada; in Marlborough’s 
day was the backbone of the coalition against Louis XIV; 
under leadership of the younger Pitt was the backbone of 
the coalition which destroyed Napoleon; and in the World 
War so besieged Germany by sea as to hasten that weariness 
and exhaustion which, after Germany had won almost all the 
battles, lost her the War. 

Let us suppose then, that Britain’s sea power and France’s 
wonderful army, magnificently equipped and led—and backed 
by the calm determination of the whole French people, so 
clear to the whole world, will bring victory to the Allies. 
What then? What of the Peace? The suggestion that 
Britain and France should be able, with the knife at their 
throats, to sit down calmly and articulate in detail their 
peace aims is of course impossible. But in a larger sense 
many individuals and groups on both sides of the Atlantic 
are already asking the question and attempting to formulate 
the principle or idea of a new world order. In London ques- 
tions are constantly being put in Parliament. The British 
press is filled with articles on the subject. Several important 
discussion groups in England and France are hard at work. 

Whatever may prove to be the tenor of all these efforts, 
it is certain that there is one principle, to which I have 
already alluded, that must be worked out. As has been 
indubitably shown by the lessons of the last twenty years, 
there can be no world political peace unless we have world 
economic peace. And what American businessmen and states- 
men must realize, what the whole American community 
must understand, is that there can be no world economic 
stability without continuing American cooperation to help 
bring it about and sustain it. Because of America’s vast 
importance as a world power, economically and politically, 
and because it is a thousand times harder to make the Peace 
than to make the War, does it not follow that America’s 


role is clearly, not to enter the war, but to make a great 
and valuable contribution to the Peace? 

What form of economic cooperation, necessary to establish 
peace, recovery and reemployment, may be essential for 
us Americans to render, I have no present idea, any more 
than you. But we can be sure that, whatever it may be, it 
will mean for us the only way of avoiding the heavy sacrifices 
which we shall have to undertake if we are obliged to meet 
the disasters of continuing and recurrent world conflict and 
world disintegration, in which sooner or later we might 
readily become actively involved. 

It is the scheme of an economic United State of Europe, 
that, both abroad and here, is being constantly discussed— 
an economic union not perhaps inclusive at the start but 
designed ultimately to embrace Western Europe. Briand had 
this vision and worked for it. Stresemann saw it. And do 
you recall that on the wall of the room in the Place des 
Vosges in Paris where he died Victor Hugo wrote: “I 
represent a party which does not yet exist. This party will 
make the Twentieth Century. There will issue from it 
first the United States of Europe, then the United States 
of the World.” 

It is impossible to exaggerate the immensely stabilizing 
effects upon the world that a great free trade region in Europe 
would create. It would be measurably the counterpart of 
the great free trade area of our own United States, the 
most prosperous region on the earth. It would be creating a 
situation that tended strongly to remove at their very roots 
the causes of war. And the task of American economic co- 
operation to the end of an enduring Peace cannot be confined 
to our government authorities alone. To have any chance 
of success it must command the active and intelligent sup- 
port of the leaders of business and labor. They must put 
aside their ancient prejudices, must consent to reduced tariffs, 
and must make their thoughtful and determined contribution. 
Can a greater challenge ever be made to the intelligence, the 
farsightedness and courage of our American community? 

It there not hope of a better world to emerge from the 
confusion and strife of today? Even amidst the rigors and 
privations of the terrible Peloponnesian War, with Athens 
falling into ruins and Sparta bleeding to death, the Athenian 
philosophers and writers were yet dreaming of a better order, 
of a permanent peace, “A city”, as Aristophanes styled it, 
“where rich and poor, man and woman, Athenian and Spar- 
tan, are equal and free; where there are no false accusers, 
and where men” — or at least the souls of men — “have 
wings.” That dream of twenty-three and a half centuries 
ago failed. In 1919 it failed. Must it fail, always and 
forever? May it not be possible at the Peace that, with the 
European peoples, having the catastrophic failures of the 
last twenty years before their very eyes and willing as never 
before to place upon their sovereignties restrictions designed 
for a common good, the ultimate result even of this war will, 
despite the apparent paradox, mark a step forward in the 
evolution of Western civilization? May it not be possible 
that mankind will once more move onward and that General 
Smuts may at last, despite all intervening discouragement, 
be justified in that thrilling utterance of his twenty-one years 
ago: “The tents have been struck and the Great Caravan 
of Humanity is once more on the march”? Upon what 
America is willing and able to do at the Peace depends in 
very considerable measure the answer to these questions. 
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War—Its Economic Impact on the United States 


THE PATH TO DESTRUCTION AND BANKRUPTCY 





By J. STEELE GOW, Director, The Maurice and Laura Falk Foundation 
Delivered before the North Central Regional Conference of The National Association of Building Owners and 
Managers in Pittsburgh, Pa., October 27, 1939 


HESE are troublous times. Men are on the march. 

They are marching not as pioneers to discover new 

territory but as armed hordes to invade established 
frontiers, or to resist invasion. In important sectors of the 
world peace has surrendered to war. 

Under these conditions, it is difficult to know what lies 
ahead. Will national boundaries change? Will governments 
fall? Will economic systems be destroyed? What will be 
the order of events? What will be their effect on the nations 
at war? On the neutral nations? Who can say! 

Difficult though it is to forecast specific events and their 
consequences, the World War of 1914-18 is still fresh enough 
in memory to give us guidance for predicting with some cer- 
tainty the probable economic consequences of the present war. 

The immediate concern of you members of the National 
Association of Building Owners and Managers is with the 
nature of the impact of war on your business. Though I 
should like to be helpful in forecasting what is ahead for 
you, I would be less than honest if I led you to believe that 
I or anyone can give a reliable prognosis specific to your 
particular business. What can be done is to assess the general 
economic effects of war on our national economy as a whole. 
A general analysis of this sort may reasonably be expected to 
be of some help to you because our economy is a closely inte- 
grated system in which no part can completely quarantine 
itself against the state of health of the economy in general. 
If business in general thrives, you may reasonably expect to 
share in the prosperity; if business in general slumps, your 
business will probably share in the adversity. 

The task I shall attempt, therefore, is a preview of what 
may be expected to be the over-all effect of the current war 
on the general economy of the United States. 

For purposes of analysis, let us ask first: What will be the 
war’s effect on the United States as a neutral nation? Then, 
let us ask: What would be its effect if—and God forbid— 
the United States were to become one of the belligerents ? 

The majority of economic experts hold that so long as the 
United States remains neutral our economy will enjoy in- 
creased business activity under the stimulus of war-created 
demands for our goods. They maintain that our industrial 
output in many lines, though not all, will probably be given 
a new lift by war orders. The most favored industries, they 
contend, will be those which produce the goods and commodi- 
ties needed by the belligerents as direct instruments of war 
or required by them to compensate for shortages in non-war 
goods and commodities occasioned by the war’s interruption 
of their normal peacetime-production. A few examples will 
suffice to illustrate the point. Our chemical industries, it is 
predicted, will enjoy a special demand from the Allies for 
war chemicals and, in addition, will probably capture a lion’s 
share of the $150,000,000-a-year peacetime export market 
no longer available to a blockaded Germany. Our steel in- 
dustry, we are told, can look forward to war orders from the 
belligerents and a larger share df the steel markets of South 
America, Japan and other nations. Our automotive indus- 
tries, many experts say, will tap new military markets, espe- 
cially for trucks, and, in the event of a prolonged war, our 
petroleum industries will ultimately help supply the motive 


power for the modern mechanized armies. Many of our 
metal industries will benefit directly or indirectly from war 
orders, it is predicted. 

In agriculture, especially if the war is prolonged to a 
period which exhausts Europe’s stocked-up granaries, the 
United States will, many economists forecast, increase her 
shipments of wheat and other sustenances of life. Our wheat 
exports to Europe in the 1914-18 War are cited as history 
which may repeat itself. In the first five months of 1914 
these exports totaled 92,300,000 bushels; in the comparable 
period for 1915 they jumped to 259,600,000 bushels. The 
price rose from 85¢ a bushel in August, 1914 to $1.67 a 
bushel only six months later. 

Further examples are scarcely necessary. The point to be 
made is that the war requirements of the European belliger- 
ents and the war’s disturbance of their normal production 
may well create extraordinary demands to stimulate our in- 
dustrial and agricultural production along many lines. 

If the predicted increase in production occurs, employment 
will improve in consequence. It is reliably estimated that at 
present we have from nine to ten million unemployed persons 
in this country. Substantial reduction in their number would 
benefit our economy not only through the purchasing power 
of new wage-earners but also through a reduction in relief 
costs. 

Increased production under the stimulus of war demands 
would, the experts predict, probably be accompanied by price 
rises in many lines, if the economic history of 1914-18 is 
any guide. The price of goods and commodities for which 
there is an urgent and special demand would soar above 
their year-in and year-out levels, according to the experts, 
though prices in other lines might show a stronger tendency 
to resist upward movement. Indeed, many prices might be 
affected little, if at all. The importance of prices, and their 
relationship, to the smooth functioning of our economy is so 
vital that economic forecasts are giving more than a little 
attention to the probable effect of war on the general price 
structure. 

Expert opinion holds two points of view respecting the 
outlook for prices. Those who take the long-term view point 
out that war is typically a period of rising prices owing to 
concentrated demand for certain kinds of materials and in- 
flation of currencies due to unbalanced budgets and gold 
losses. Those who take the shorter view say that many indus- 
tries have been building up heavy inventories in recent weeks 
and that these stocks will operate to check a sudden or ex- 
tensive price rise in the months immediately ahead. However, 
both schools agree that once a price rise is started, we have 
to watch two special factors: one is the hysteria of people 
which drives them to buy greatly in excess of their current 
needs; the other is war profiteering. There is a two-fold 
danger in such developments. First, if prices sky-rocket, the 
great mass of people, upon whom trade depends, will soon 
find that many of the goods they require are beyond their 
ability to buy in normal quantities. Purchases will then 
decline, prices will break and a period of radical readjust- 
ment in the price structure will bring serious stresses and 
strains to our economy as a whole. With respect to price 
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rises due to profiteering motives, we can be almost certain 
of governmental efforts to curb such increases and we can 
be quite sure that these efforts will lead to increased gov- 
ernment control of business. 

What must be guarded against, therefore, is that prices in 
general do not sky-rocket to the point that consumers are 
driven out of the market and, moreover, that no single price 
or group of prices be permitted to get out of line with other 
prices to the extent that a resulting imbalance in price rela- 
tionships will throw our general economy into a spasm of 
violent price readjustment. 

What about profits? If, as many experts predict, produc- 
tion and sales increase and prices rise, it is obvious that there 
will be a larger dollar-volume for business. Will this mean 
increased profits? Insofar as the magnitude of the increase in 
the dollar-volume of business is occasioned by price rises, a 
word of caution with respect to profits is necessary. Taking 
an over-all view of our economic system, we can readily see 
that higher prices for the seller are higher costs to the buyer. 
In the cycle of production from raw materials to finished 
yoods, therefore, a price rise at one point may be a cost rise 
at another and this interaction may continue through the suc- 
cessive stages of the productive cycle without necessarily 
benefiting the profit-margin. Profits depend primarily on 
the spread between costs and prices. Unless the cost-price 
relationship is favorable, it cannot be assumed that a larger 
dollar-volume of business will mean larger profits. 

However, recognition must be given to the contention that 
as production rises, firmly established overhead costs can be 
spread over a larger number of units of production and thus 
costs per unit of production decreased. It is contended that 
these cost reductions will tend to counterbalance increased 
costs of material and labor and thus help the profit-margin. 
There is, however, a special circumstance prevailing at this 
time which must be taken into account before we can be 
certain that the wider distribution of overhead charges on 
account of close-to-capacity operation will serve effectively 
to benefit the profit-margin. If production moves up rapidly 
under the stimulus of war demands, great masses of workers 
will be suddenly called back into employment. What must 
then be expected is that the large-scale reemployment will 
cut deeply into the ranks of those who have been unemployed 
so long that their efficiency has been impaired. #The Great 
Depression beginning in 1929 has brought prolonged inac- 
tivity to hundreds of thousands of workers and dulled their 
skills. “Many of these men have now attained an age which 
will work against the restoration of the efficiency they once 
had. Under normal conditions there are economies inherent 
in close-to-capacity production, but those economies may 
under present conditions be largely cancelled by impaired 
efficiency of the individual workman. 

There is still another cost item to be taken into account 
in predicting the trend of profits. It is the item of wages. 
Economic history shows that as production and employment 
step up, particularly in periods of rapid step-up, there is a 
marked tendency for wage rates to increase. Unless the 
increase in wage rates is accompanied by increased worker- 
efficiency, the result is an increase in the cost of doing busi- 
ness. Moreover, a period of rapid and extensive reemploy- 
ment is characteristically a period most susceptible to growth 
of labor disputes: and strikes, items which add to operating 
costs and exact a heavy toll on the profit-margin. 

It must be recognized, of course, that wages are not merely 
a cost item. They are purchasing power for the worker. As 
wage rates are increased, improvement in purchasing power 
may result. However, it does not always follow that higher 
wage rates bring improvement in the worker’s purchasing 
power. Much depends on the price of things he has to buy 








with his wages. If, as many experts predict, prices will rise 
steeply under the stimulus of wartime conditions, higher wage 
rates may be an illusory gain for the worker because his living 
costs may increase quite as rapidly, or even more rapidly. 
War periods have customarily bred higher living costs, the 
net result of which is lower living standards. It must be 
admitted, of course, that those at present unemployed will 
benefit by their new employment and the higher wage rates, 
but it is very doubtful, indeed, that the wage-earner now 
employed will find himself better off. 

Let us look briefly at a few miscellaneous economic cate- 
gories and attempt to appraise the influence of the European 
war upon them. The price of stocks may, some experts pre- 
dict, be expected to rise if investors hold to the belief that 
the European war will help United States business. Trad- 
ing in the “war babies’”—stocks of corporations tending to 
benefit from war—would have a tendency to exercise an 
upward lift on the market generally. The price of bonds, on 
the other hand, it is anticipated, will probably take a down- 
ward turn largely on account of the greater attractiveness of 
competing investments, in the case of the average investor, 
and of commercial loans, in the case of the banker. With 
respect to interest rates, forecasters are saying that although 
these rates have been at a record low for sometime past and 
might ordinarily be expected to rise under greater business 
activity, we currently have about 5% billion dollars of ex- 
cess reserves in our banks which will operate to prevent in- 
terest rates from rising for quite a period ahead. 

To summarize briefly our analysis thus far of the prob- 
able economic effects of the European war on the United 
States as a neutral power, we have noted the tendency of 
economic forecasters to predict that the war will step up 
business activity by increasing production and employment, 
raising prices and stepping up wage rates. We have cau- 
tioned against too easy acceptance of the conclusion that 
these trends will improve the profit-margin or the welfare 
of the wage-earner. The answer to the question of whether 
these trends add up to a true prosperity is, therefore, left in 
some doubt. Personally, I very strongly suspect that the 
answer is not a true prosperity. Look with me now at a 
few additional factors which, in my judgment, will weigh 
heavily in the influence of the war on prosperity in the 
United States. 

The prediction of forecasters that business activity will be 
greatly stimulated by the war is necessarily predicated on 
improvement of our shipments abroad. That raises the ques- 
tion: To what extent are the channels of foreign trade open? 
We can be quite certain that our trade with Germany will 
be negligible, due to the Allies’ blockade. We can be cer- 
tain, too, that the Allies are not going to make it easy for us 
to trade with any nation which, though nominally neutral, 
is known to be in sympathy with Germany and therefore 
likely to use some share of its imports for Germany’s benefit. 

On the other hand, neither will our trade with the Allies 
have completely clear sailing. Germany’s U-boats and air- 
craft will stunt that trade to the limit of their power, no 
matter whose vessels carry the shipments. Nor is it at all 
certain that the Allies will have to make any substantial de- 
mand on us for the materials and commodities they will re- 
quire as the war progresses. Former President Herbert 
Hoover has recently given convincing statistics to show that 
Great Britain and France have access within the confines of 
their own empires to tremendous stocks of such materials and 
commodities. Not only will there be a natural tendency for 
France and Great Britain to trade with their own empire 
possessions in order to improve the economic condition of 
those possessions, but decline of the pound sterling will make 
it dificult for Britain to trade advantageously outside the 
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sterling bloc. Under these circumstances, there is good reason 
to believe that the Allies’ purchases from the United States 
will be confined chiefly to direct instruments of war, more 
particularly to aircraft. 

We have been told time and time again in recent weeks 
that it is to Latin America we should look for increased op- 
portunities in foreign trade. The war’s interruption of trade 
between Europe and Latin America will bring our Southern 
neighbors into a closer economic relationship with us, we are 
told. May I suggest, however, that we may be too optimis- 
tic about our chances for improved trade with Latin Amer- 
ica? We must take stock of the conditions Latin America 
must exact of us if our shipments to that section are to be 
increased. The plain truth is that the nations of Latin Amer- 
ica do not have the cash to pay for foreign goods. Their 
trade with Germany was on a barter basis and their trade 
with most other nations on a credit-barter basis. If we are 
to step up our shipments to South and Central America, we 
shall have to increase our imports of their goods or we shall 
have to offer them extensive credit facilities. United States 
Government officials are, under these conditions, not too 
sanguine about a great increase in trade with our Latin 
American neighbors. 

Even if we enjoy an improved foreign trade on account 
of the war, we cannot for a moment afford to forget that 
the more extensive our war-bred trade, the more we must 
be prepared for extensive economic readjustment when that 
trade comes to an end, perhaps suddenly, on the cessation 
of hostilities. A war-built trade is more transient than 
enduring, more fickle than sound. Economic gains from war 
are more often illusory than genuine when one considers 
the inevitable post-war liquidation of a war-bred boom. 

Let us now ask: What would be the economic conse- 
quences of the war to the United States if we were to become 
a participant in the hostilities abroad ? 

In the first place, and by all odds most important, there 
can be no doubt that business would come under a central- 
ized governmental control which would tend to make private 
enterprise and free initiative relics of the past. Industry, 
trade and finance would be regimented to a degree that 
would give every appearance of a dictatorship. Just as the 
War Department and the Navy Department would con- 
script our man power for direct military service, other De- 
partments of the Government would conscript our industrial 
and financial resources for the servicing of military opera- 
tions. Industry, trade and finance would come under the 
rule of a small central body responsible to the President and 
to the President alone. The blueprints have already been 
perfected for a War Resources Administration under an 
administrator directly responsible to the President for the 
management of industry, agriculture and labor. Under this 
administrator would be four super-governmental agencies: 
a War Finance Administration, a War Trade Administra- 
tion, a War Labor Administration and a Price Control Au- 
thority. Together, these agencies would direct factories to 
fulfill orders, assign supplies and labor for these orders, super- 
vise our financial and foreign trade transactions, and place a 
ceiling on prices. 

Capital could be confident that it would face virtual con- 
scription. In 1917-18 Liberty Bonds were sold by appeals 
to our patriotism, but this time appeal would, I am confident, 
give way to command. Each individual’s wealth would be 
inventoried by the Government and he would be assigned 
his quota of war bonds not only to finance our direct part 
in the war but to extend credit facilities to our allied 
belligerents. 

What we could expect in the way of increased taxes in the 
event we were to enter the war is clear from what England 


has already found it necessary to levy. England’s new in- 
come tax schedule increases the standard rate to 35 per cent 
now and to a record high of 3714 per cent beginning with 
the next fiscal year. Estate taxes, confiscatory in extent, are 
to be enforced. In addition, special taxes on consumption 
goods and on beer, tobacco, and other luxuries and semi- 
luxuries have been levied. Yet, with all these increased reve- 
nues, Britain anticipates a deficit for the first year of the war 
at least equal to its anticipated revenues—about 4 billion 
dollars. This deficit will have to be financed by loans to the 
government from the savings of the British people, or later 
by inflation. The financial outlook for Britain is evidenced 
at once when we realize that her new taxes are six times as 
heavy as those she bore in 1914. 

America as a belligerent would have to expect her tax 
levies to submit to similar adjustment upwards. Income-tax 
exemptions would have to be lowered, the normal tax-rate 
increased, and surtaxes moved up steeply. Corporate taxes 
would have to approach confiscatory proportions and, in 
addition, many new types of taxes would have to be devised. 
The extent to which we would have to shoulder increased 
tax burdens is indicated at once by the estimates of compe- 
tent military authorities of the annual cost to the United 
States of full participation in the European conflict. These 
authorities estimate it would cost us about 20 billion dollars 
a year to throw our full power into the war. 

We can be very sure that we could not pay for such an 
expensive war on a pay-as-we-go basis. Tremendous increases 
in our national debt would be inevitable. In the 1914-18 
World War we found ourselves with a 3 billion-dollar na- 
tional debt in 1917 and this grew to 12 billions in 1918 and 
to 25 billions in 1919. Today our national debt is at an all- 
time high of approximately 40 billion dollars, a burden 
which already constitutes a dangerous overload on our eco- 
nomic structure. If we should be so unwise as to enter this 
war, our national debt would grow by leaps and bounds, 
probably by 10 billion or more a year, and before very long 
we would be under a debt load that would almost inevitably 
produce a wild inflationary development and bring about a 
collapse of our economic order. 

Finally, may I again emphasize that this war, like its 
predecessors, will bring the inevitable aftermath of a long 
and costly depresssion? There is competent authority for 
the view that the Great Depression of the early ’30’s was 
nothing less that a delayed pay-off on the 1914-18 World 
War. 

And now I am willing to risk a comment or two on the 
probable effects of war on your type of business. I should 
say that so long as America remains neutral, building owners 
and managers may enjoy a somewhat improved demand for 
their commercial space, if the assumption that business ac- 
tivity will be stimulated by war is correct. Under those 
conditions rentals may rise under the impact of a general 
price rise. On the other hand, I would suspect that your 
costs of doing business, the costs of materials and of labor, 
will rise perhaps hand in hand with your rent increases so 
that your profit-margin may not be substantially improved. 
Further, to the extent that your space is used by industries 
stimulated by the war and to the extent that your rentals are 
favored by a war-bred price rise, you can be pretty sure that 
you will be constantly face to face with the need for a 
sudden readjustment of your operations when the war comes 
to a stop. 

In the event America should enter the war, there might 
be added demand for your space and you might expect to be 
free from the competition of newly constructed space, because 
there would probably be a virtual stoppage of new construc- 
tion in wartime. The Government would probably put a 
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ceiling on your rentals and in the degree that you were al- 
lowed higher rentals you could be pretty certain that there 
would be a comparable rise in your costs of doing business. 
If your profits were permitted to benefit at all, the benefit 
would probably be more illusory than real because increased 
taxes of one sort or another would likely siphon-off your 
profits. 

I recognize that I have drawn a gloomy picture of the 
welfare of business under war. In all honesty I could not 
do otherwise. By its very nature war is an economic catas- 
trophe. Its essence is destruction. It spends millions on 
armaments. Armaments in themselves are wasteful; they 
are more than that. They are built to destroy, not to pro- 
duce. Sound prosperity cannot be built on a basis of destruc- 
tion. It cannot, therefore, be built on a basis of war. 

I should feel futile if I were to close this talk without 
trying, feeble though the effort be, to offer a suggestion or 
two of what business must do if it is to avoid some of the 
worst consequences of the war. I should say that so long 
as we remain neutral, business must be alert to sense that 
in the degree to which it enjoys increased activity on account 
of the war it must be ready instantly for radical readjust- 
ment of its operations when war comes to an end. Business 
leadership must, therefore, enthrone caution and prudence 
in the conduct of all economic enterprise during wartime, 
even in our period of neutrality. If America should enter 
the war, the line of conduct for the businessman would be 
clear and inescapable. He would obey the dictates of a cen- 
tralized governmental control of his business. 

If American business leadership is to avoid such control, 
its path is clear. It must lend its efforts without stint to 
seeing to it that America stays out of the war. 

There are more than economic reasons why, in my judg- 
ment, the sane course is to preserve our neutrality and stay 
clear of the conflict. There are also good political reasons. 
We went overseas to war in 1917 and 1918 in the confident 
expectation that we were helping in a war to end all wars. 
When peace came, we were disillusioned by the Treaty of 
Versailles—a treaty that juggled boundary-lines and popu- 
lations not in the interest of enduring peace but in terms of 
the fears and selfish aspirations of the European powers. 
What assurance have we now that the current war will 
produce any different brand of peace? Why, in the name of 
common sense, we should be so gullible as to be drawn into 
Europe’s checker-game a second time is more than I am 
prepared to appreciate. Personally, I have a deep prejudice 
in favor of a victory for France and Britain—I am of Brit- 
ish descent—but as a citizen of the United States I hold it 
to be my duty to base my attitude on the single consideration 
of what is best for the country of my birth. I am convinced 
beyond doubt that our welfare demands that we stay out of 
Europe’s trenches. I am convinced beyond doubt that Amer- 
ica’s greatest destiny will be achieved by maintaining her 
neutrality and conserving and building her strength against 
the day when, upon the cessation of hostilities, she can throw 
her unimpaired power to the support of a world demand for 
a peace intelligently conceived—a peace that will bring victor 
and vanquished into a new understanding and will enthrone 
mutual respect rather than blind revenge. 

Not only do I believe that we should stay out of this war 
but I am just as firmly convinced that we can stay out if we 
devote our will and our wisdom to that end. I have grown 
impatient in recent weeks with much talk that says, “It is 
inevitable that we shall have to get into the war before it is 
finished.” Such talk may be casual now and not seriously 
meant, but it is dangerous because it conditions our mind 
to an easy acceptance later of an active place in the battle- 
lines. Its psychology is bad. It smooths a path by which 
we can slip into the war before we are conscious of how far 








in that direction we have gone. Let us put an end now to 
such talk and say rather, “We are determined not to go in.” 
But will-power alone will scarcely suffice to keep us out. 
We must use wisdom. We must intelligently take stock of 
all the factors which, if we are not careful, will tend to push 
us in the direction of war. We must realize, for example, 
that although about 95 per cent of our people are against 
America’s participation in the war, about 90 per cent have a 
deep hatred of Hitler and of all for which he stands. Hatred 
is an explosive emotion, easily played upon by propaganda 
until our intelligence and our judgment about America’s 
best interest are dulled. An intellectual attitude of realistic 
suspicion of all war news is perhaps the best antidote for 
propaganda if we are to prevent our emotions’ getting the 
mastery of our intelligence. 

We shall have to be prepared to keep sane in the face of 
“incidents” which are almost sure to occur on the battlefields 
and on the high-seas to tempt us to a blind defense of our 
“rights.” As a people, we are given, you know, to a stub- 
born national pride and reckless defense of our rights. Let 
us realize from the outset that the rights of neutrals are at 
a discount during war. No one with an ounce of manhood 
in him would preach submission and the abject surrender of 
rights, but it nevertheless needs to be said that it will be 
realistic wisdom on our part to take stock of the price we 
may have to pay if we choose to be supersensitive about our 
rights as a neutral. 

One of the most encouraging indications that we shall 
stay out of this war comes from the united voice with which 
the industrial leadership of our day speaks out against war. 
It has often been contended that the selfishness of American 
industries had much to do with our entering the World War 
of 1914-18. Today, however, American industry has made 
it abundantly clear that it wants no part of war. Mr. How- 
ard Coonley, President of the National Association of Manu- 
facturers, struck the key-note only a few weeks ago when 
he said, “American industry hates war. War destroys lives. 
War wrecks homes. Economic catastrophe and years of 
crushing depression are its inevitable aftermath. It imperils 
representative democracy. Free institutions are among its 
early victims. . . . American industry wants peace. Peace 
is the life-blood of progress. Peace must be the national 
objective.” In similar vein Weir of National Steel, Girdler 
of Republic Steel, Fairless of United States Steel and other 
industrial leaders are everywhere raising their voices in evi- 
dence that not only does American industry not want selfish 
gains from war, but that it counts war an economic loss and 
a stoppage of all efforts of business to make life for man on 
earth easier and more worth living. 

Each of us as an individual citizen may feel that there is 
little he, personally, can do to determine the course of events 
for America in the months that lie ahead. I implore you 
not to take that fatalistic attitude. It is only as the individual 
citizen takes his stand respecting America in relation to the 
war and makes his view known in clear and convincing lan- 
guage to those who represent him in the Government that 
America will be saved from Europe’s impending chaos. In 
the final analysis, America’s role will be determined by the 
public opinion of the nation’s citizenry; to that opinion our 
national leaders will have no choice but to be responsive. It 
is the clear duty of each of us to see that his views help 
determine the nature of that opinion. 

In conclusion, let me say to you as businessmen that if it 
is sound and enduring prosperity you want, then shun war. 
Bernard Baruch put the lesson succinctly when he said, 
“Anyone who thinks he can make a profit out of war is a 
fool.” With equal truth he could have made the statement 
stronger. He could have said, “War is economic destruction 
and the path to bankruptcy.” 












Charles P. Summerall 








The Meaning of Armistice Day 


IT MUST NOT BE AGAIN! 





By GENERAL CHARLES P. SUMMERALL, President of The Citadel, the Military College of South Carolina, at 
the Armistice Eve Banquet of the Union League Club of Chicago, November 10, 1939 


I find myself a guest of the Union League Club of 

Chicago on this significant occasion. To be so honored 
is to be admitted to the long list of our countrymen whose 
names have added luster to our history. Here, the great in 
all periods since 1879 have impressed their personalities, 
and by words and deeds have influenced the course of the 
Republic. Presidents, rulers, statesmen, generals, admirals, 
capitalists, captains of industry, orators, and leaders in every 
art and profession have enriched the traditions that are so 
proudly cherished today. They and those who as courageous 
and articulate members have kept the faith of its noble tenets 
have imparted to the Club a spirit that is expressed by the 
words, Loyalty and Union. If what I may say should wound 
the sensibilities of any, I am encouraged to speak the truth 
because the Union League Club has prided itself on being a 
place where truth should not be suppressed. In the words of 
one of your great leaders, “This Club has the courage of 
its convictions. It was not organized to keep silence.” 

The Club took a leading part in supporting the war for 
the allies and in influencing public opinion and loyalty. One 
hundred and fourteen of its members entered the military 
service or engaged in war work. 

The meaning of Armistice Day to those who made it pos- 
sible is tribute, remembrance, and resolve. 

In reverence, we pay homage to the men who twenty-two 
years ago went forth to battle in a cause that was not their 
own but which they espoused with sentiments of the loftiest 
idealism. The men who could not join the colors and the 
noble women of our land consecrated themselves to the tasks 
of sustaining the men under arms and preserving the vital 
activities of the population. Hardships and sacrifices were 
borne by all with equal fortitude. Many thousands gave 
their lives in the homeland and overseas with the same honor 
and fidelity. Many thousands more suffered wounds and 
broken health, and for them the war can end only with life 
itself. The high courage of our men in advancing to the 
assault and charging the enemy’s lines was equalled by the 
sublime resignation of the mothers and loved ones who 
suffered anxiety and bereavement. The spirit of exaltation 
of a people united by high resolve revealed the character 
of our race and united all classes in the pride of citizenship. 
Our soldiers drenched with their blood the battlefields of 
an alien land to save alien peoples. Their bodies marked the 
progress of our advancing lines and were the price of our 
victories. The forests of crosses in Europe and America 
testify to the magnitude of their sacrifice. The triumph of 
our arms must fill with pride the hearts of all who shared 
the stress of those days of glory and must strengthen the 
patriotism and the sense of duty of future generations. 

These reflections bring surging in our minds a flood of 
memories. The road to war which led from our peaceful 
life to the battlefields of Europe was strange to the nation 
who traveled it and is but dimly comprehended now. In 
1914, the public mind had been taught that wars could be 
no more. When the unbelievable outbreak of war occurred, 
there was no thought that it would involve us and nothing 
was done to give us the power to protect our neutrality. 
Soon, the sale of munitions and supplies to one group of 
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belligerents inevitably caused the other group who were 
denied the seas to become hostile. Illegal acts were committed 
against our shipping. Atrocities stirred our indignation 
against the aggressors. Propaganda and emotion aroused a 
public demand to join the allies and the call to arms was 
sounded. We were without arms, equipment, transportation, 
or any of the elements of mobilization and our soldiers were 
pitifully few. Although some troops were sent overseas in 
the first few months, it was more than a year before an 
American army could make an attack. Practically all of our 
arms and munitions were obtained from the allies at exorbi- 
tant prices. 

At the time of our entrance into the war, the allies were 
exhausted. They described themselves as bled white and 
war weary. Their sources of man power had dried up and 
their finances were at an end. Their morale had crumbled 
and their leaders feared a debacle. They had ceased to 
fight to win and only one tragic end could be contemplated. 
Missions were rushed to the United States to plead for loans 
of money and to urge the speedy dispatch of troops. We at 
once became their treasure house. Our entrance gave new 
hope and rekindled the morale of their armies and their 
peoples. On June 6, 1917, the allied military leaders agreed 
on a policy of wholly defensive action till the American army 
could give them superiority. This policy was not changed 
till July 24, 1918, when the American army at Soissons 
demonstrated its offensive value. In the meantime, the 
military and politica! leaders, fearing a German attack, and 
complete defeat, frantically demanded that our men be placed 
in their units to fight under their officers. When the enemy 
did attack as in March, May, and July of 1918, they fell 
back. Fortunately, a considerable force of American troops 
was available in each case to hold a portion of the line or to 
reinforce the broken sectors. 

The American army adopted a policy of open warfare 
by attacking the enemy. The demonstration of the fighting 
qualities of the American soldier as Cantigny exercised an 
influence on friend and foe far beyond the magnitude of 
the operation. For the first time since 1914, territory oc- 
cupied by the enemy on the French front was taken and held. 
At Soissons, on July 18, 1918, it was the Ist and 2nd Ameri- 
can Divisions that carried out the assault with the Ist 
Moroccan Division sandwiched between them. Here, with 
an indomitable courage never excelled and sacrifices seldom 
equalled, they compelled the enemy to recross the Marne 
on the second and third days of the battle and begin that 
retreat which ended onl; with the armistice. The allies did 
nothing more than stand in reserve or follow up the move- 
ment. After the fourth day when all objectives had been 
taken, the allied Commander-in-Chief decided to change his 
defensive to an offensive policy. Ludendorf states that he 
had placed here one of his best divisions and hastened all 
of his disengaged troops to oppose the attack. English 
writers agree in calling it the turning point of the war and 
one of the great decisive battles of the world but ignore 
American participation. 

The condition of the allies at this time was shown by the 
fact that when Marshal Foch on July 24th proposed to the 
allied commanders the reduction of the St. Mihiel salient 











116 


Vital Speeches of the Day 










and other operations, the French commander replied that 
his army was “bled white” and “worn out” while the British 
commander objected on the ground that his army was “‘com- 
pletely disorganized.” An American army was then formed 
and carried out the operation with a brilliancy that could not 
have been excelled. The French only followed the movement 
as the enemy withdrew. At the same time, plans were made 
to operate against the enemy’s vital line of communications 
and the mission was assigned to the American army. No 
allied commander would have accepted it. There followed 
the Meuse-Argonne, America’s greatest battle and one of the 
greatest of all times. From September 26 to November 11, 
1918, more than a million men were employed in the First 
Army on a front of twenty miles and over the most difficult 
terrain on the western front. The schedule of attacks was 
so arranged that the different allied armies should assume 
the offensive on successive days, following the initial assault 
by the Americans. The intention manifestly was for them 
to follow the retrograde movement of the enemy as he saw 
the Americans approaching what for four years had been 
his life line. On the first day, our troops penetrated six 
and one-half miles while the enemy held the rest of 
the western front. Here, the enemy rushed his best re- 
serves. On the third day of the battle, Ludendorf presented 
his demand to Hindenburg for an armistice and it was the 
capture of this line on November 7 that terminated hos- 
tilities. 

In the meantime, the 2nd American Corps had shared con- 
spicuously in the operations of the British, and other Ameri- 
can units had been used in the most critical and difficult 
places. ‘The participation of the navy forms a history of 
its own. 

The story of the valor of our soldiers and sailors cannot 
be told too often, for the patriotism and pride of race upon 
which our future depends must be inspired by the heroic 
example of our manhood in all periods. An unreasonable 
censorship deprived the American people of the knowledge 
of what their soldiers were doing when the nation hungered 
for news, and no writer has appeared to record their valor, 
their sacrifices, and their triumphs. Stirred by resentment 
at the efforts of the allies to belittle America’s part, General 
Bullard has presented an outline in his book, “American 
Soldiers Also Fought,” which all might read with much 
profit. 

The result of our participation in the war was that the 
allies were overwhelmingly victorious instead of being dis- 
astrously defeated and, no doubt, permanently subjugated. 
In return, we have received little from them but criticism, 
abuse, contempt, and repudiation. Ill will in high places 
towards the Americans had been manifested from the begin- 
ning. It remained for their military and political leaders to 
write their books to reveal the extent of their hostility. Mar- 
shal Foch, who knew better than anyone else the significance 
and sacrifice of the American army, dismisses Cantigny with 
a mere reference. He characterizes Soissons as having “im- 
portant results.” Of the Meuse-Argonne, he: says: “From 
September 26 to October 20, its (American army’s) losses 
in battle were 54,158 men—in exchange for small gains on 
a narrow front.” He gives all credit for victory to the allies 
but does not explain why these war-weary, worn-out, bled- 
white, disorganized, recruitless forces were suddenly trans- 
formed into invincible conquerors. Colonel Reppington 
explains when he says: ‘The real cause of the allied recovery 
was the arrival of over 2,000,000 fresh allied troops in 
France. Would the public and would history ever under- 
stand these elementary facts?” 

It remained for Mr. Clemenceau to dip his pen in vitriol 
and record contempt, sarcasm, and hate that were superla- 
tive. He characterizes Major Stantons, “Lafayette, we are 








here,” as “a sword drawn in the sunshine with no intention 
to pay.”” He denounces the American army as appearing in 
the last battle to gain the appearance of victory. After copy- 
ing Marshal Foch’s strictures on the Meuse-Argonne, he 
sneers at this epic battle by calling it a “mere skirmish,” 
“left undecided at France’s expense.” At the moment when 
the Americans were pouring out their blood for France and 
were reconstituting their forces for the final assault of No- 
vember 1 and when, as a result, the enemy leaders were 
agreeing to request an armistice, he charges them with 
“marking time” while the allies were being sacrificed. After 
supplying France with billions of money and hundreds of 
millions in supplies and installations, he states in his open 
letter to President Coolidge: “America has broken us in the 
economic system for an indefinite time” and he charges 
America with ruining France in peace as the Germans 
ruined it in war. 

If we turn to the British, we find the same failure to give 
America any credit beyond recognizing the participation of 
the two divisions which served with them. Of St. Mihiel, 
they speak flippantly as a relief of the Germans by the Amer- 
icans. They attribute Soissons to the French or the British 
and the French and they leave no doubt that they regard 
the Meuse-Argonne as a failure. They appear never to have 
recovered from their resentment at not having the American 
troops incorporated in their units. 

While the Germans were defeated on every front where 
Americans were engaged and failed ever to penetrate an 
American line, they clung to the delusion that the American 
soldier was incapable and poorly led. Yet, of Soissons, 
Ludendorff wrote: “How many hopes, cherished during the 
last few months, had probably collapsed at one blow! How 
many calculations had been scattered to the winds!” He 
declares elsewhere that without the help given by the United 
States, the allies would long before have suffered military 
defeat. 

Soissons should have a nobler monument than Waterloo, 
for it meant more to the nations whom it saved, but the 
Battle Monuments Commission did not see fit to mark it. 
The only evidence for future generations is the simple col- 
umn bearing the names of two thousand men of the First 
Division who, in four days, gave their lives on that fateful 
field. 

The story of the debts is no less an exhibition of broken 
faith. The loans sustained them in war and rehabilitated 
them in the years that followed. They have left us bur- 
dened with a debt that can never be paid. There should be 
no more potent antidote for propaganda, hysteria, and inter- 
national emotionalism than a perusal of the books by British 
and French political and military leaders about the war and 
the reports of the Secretary of the Treasury about the debts. 
It may be divine to serve and to sacrifice for others but it 
is human to resent injustice. Ingratitude poisons the spring 
of selflessness and is the bitterest cup man has to drink. 

We did not end war nor make the world safe for democ- 
racy; nor did the allies adhere to Mr. Wilson’s insistent 
demand that Germany be deprived of power to wage an- 
other war. Mr. Wilson truly said that the causes of the 
war were deep rooted in history. They sprung from age-old 
hates and racial, territorial, and political antagonisms of 
which we have no conception. We must not transplant them 
to our soil. While the results have disillusioned us, they 
may be worth the experience if they can be a guide and a 
warning for the future. 

This leads us to the third meaning of Armistice Day 
which is resolve. When President Harding saw the thou- 
sands of flag-draped caskets at Hoboken, he exclaimed: “It 
must not be again!” Let that be our resolve. To make it 
effective, we need only obey the injunctions of Washington. 
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He warned us that in their dealings with one another, na- 
tions were actuated only by selfish motives. He admonished 
us to avoid all foreign entanglements. He foretold that we 
would be denied respect and national rights by a reputation 
of weakness and he enjoined us to maintain at all times a 
“respectable peace establishment.” By ignoring all of these 
sound principles, we sacrified hundreds of thousands of our 
men by death, wounds, and disease with millions to claim 
relief; while we burdened ourselves with a debt of more 
than twenty-two billions of dollars and a liability of untold 
billions over the future. 

Let the American people resolve never again to engage in 
wars not made upon them. There can be no greater fallacy 
than to say we should save others from defeat. Their wars 
are of their own making and they need not be defeated. We 
cannot settle their quarrels nor maintain the balance of power 
in Europe. America must not bleed to death over there. 

To the opprobrium of “Shylock” let us answer: “Sharper 
than a serpent’s tooth is the sting of a thankless friend,” and 
to the cry of “pas un sou” let us reply: “Not one cent; not 
one soldier.” 

Let us demand that laws be enacted in time of peace for 
making the man power of the country available for the 
armed forces or for labor and for drafting capital and prop- 
erty in war. Let the armed forces be made strong enough at 
all times to deter aggressors from challenging our sovereignty 
or threatening our territory or that of the western hem- 
isphere. Let the resources of the country be made quickly 
available by constant orders to industrial plants or govern- 
ment arsenals which will enable them to expand to meet 
war-time needs. Let the people demand publicity as to the 
state of defense and satisfy themselves that all weapons and 
equipment are sufficient and equal to the developments of 
modern war. They cannot trust their safety to any hands 
but their own nor can they expect the government to act 
except upon the impulses from them. National defense is the 
people’s business and should not be a military secret. 





Let them demand that alien agents of foreign despots who 
have betrayed the privileges of citizenship under the consti- 
tution by fomenting revolution and trying to destroy our 
institutions of liberty and the native-born traitors who aid 
and abet them be treated as public enemies. Herein lies 
our greatest and most imminent danger. 

Let them compel their government to remain strictly neu- 
tral towards all belligerents and to defend by arms the honor 
of our flag and the sacredness of our soil. 

It must be remembered that war is a normal state for a 
government and that it comes suddenly and without warn- 
ing. It involves not alone the armed forces but every indi- 
vidual and every resource. To be prepared, all elements and 
agencies required in war should be incorporated in the dif- 
ferent executive departments of government in time of peace. 
They can no more be improvised in an emergency than the 
armed forces. Boards and commissions of inexperienced men, 
however able, cannot function in war to meet the needs of 
the armed forces and the population. 

Let us no longer delude ourselves with the fetish that the 
oceans protect us. Unless we control them, they make us 
more vulnerable. Aggressor nations are driven to conquest 
by an overproduction of man power for their resources. The 
Americas must inevitably become their prey. 

We should abandon the Monroe Doctrine or prepare to 
defend it. Otherwise, we may at any time find ourselves in 
a losing war. That is the teaching of history. 

Let the youth be trained for military service and let the 
people be indoctrinated with the truth that no nation can 
expect long to endure unless it is prepared at all times to 
defend its life with superior strength to that which any 
enemy or coalition may bring to bear against it. It will be 
only when the mass of the people understand these prin- 
ciples that we may hope to avoid other armistice days which 
may not have the same significance as the one that we now 
celebrate.” 


Highways and Safety 


WHAT THE FUTURE HOLDS FOR US 


By NORMAN BEL GEDDES, Designer of General Motors Futurama and Other Theatre Displays 
Before the New York Herald Tribune Forum, October 26, 1939 


to appear before this Forum; and the subject of my 

talk was decided upon at that time. So I will leave 
the war to other speakers and talk about something else— 
something vital, in our everyday life—no matter what our 
relations to the conflicts in other lands. 

It is fact, not legend, that cow paths became the streets 
of early New York, what is today the Wall Street district. 
Cows were our first road planners. Buffalos did their bit 
in early American road engineering. The old Vincennes 
Road, which runs through Chicago today, was originally 
trampled out by herds of buffalos. The post, the stage, and 
later the wagons of commerce followed these paths. 

Technically, the motor car was a son of the iron horse 
and should have played in the father’s back yard. But it so 
happened that it followed after the mother and ran along the 
roads as a horseless carriage. So it came into competition 
with the horse—which was unfair to the horse. Of course, it 
ran the horse off its own road. But the horse had a savage 
revenge; the road the motor car usurped was the worst path 
in the world for it to follow. No one stopped to analyze the 
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situation at that point. No one said, “Look here, his is not a 
horseless carriage, but a new machine that needs a road 
studied to its own requirements.” So for years we kept on 
resurfacing and widening the old cow and horse paths. I do 
not mean to infer that the present inadequacy of our roads 
for our motor cars is the fault of any one group, section or 
faction. It is the result of building only for the present need 
instead of planning for future developments. 

Last year more than 32,000 people were killed and more 
than a million injured on American highways. The hazards 
contributing most to the accident total came from inadequate 
planned roads. The accident risk is not the only thing wrong 
with our highway designs. We build great bridges, we design 
them for only two or three lanes of traffic in each direction, 
so there may be twenty lanes feeding into the bridge at 
each end. Why is it that no sooner is a new road built than 
it is outmoded? It is because the life of a road is much 
longer than the life of a car. The car improves much more 
rapidly and radically than the road. 

The roads we have today should be designed in terms of the 
automobile. There should be today express motor ways ex- 
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clusively for long distance automotive travel. Such express 
motor ways should be laid down in the densely populated 
sections first to relieve the pressure on local roads. But they 
should avoid the cities themselves. They should be designed 
for a machine that is built to go eighty miles an hour, that is 
legally permitted to go fifty miles an hour, but has to crawl 
along at twenty. And they should be designed to take care of 
future needs. 

Because the life of a road should be at least twenty years 
traffic trends should be projected ahead at least that far. 
Highways should be designed not on the basis of present day 
requirements, but on the probable requirements of twenty or 
thirty years hence. A road that has to be replaced in ten 
years is costing twice as much as one that lasts twenty years. 

On our express motorway we would not only separate 
traffic moving in opposite directions, but each lane of traffic 
going in the same direction would be segregated. Traffic 
would move in lanes at automatically controlled speed, no 
faster, no slower. The slow driver is as serious a menace as 
the too fast driver. Should you want to go faster you pass 
through a transmission lane to a faster lane. On this motor- 
way you will be as safe at a hundred miles an hour as you 
will be at fifty. On this motorway you will be safe at the 
fifty-mile speed. You can enter the motorway, pass from one 
speed lane to a lane of greater or lesser speed without fear 
of collision. Side swiping is prevented. It is impossible to 
cut in and out. There are soft shoulders but you cannot get 
your car off the road onto them. This may be accomplished 
by either a special curving curb that deflects the car wheels 
back on the road or more probably by electric-magnetic con- 
trol in the center of each lane which would keep the car on 
its course more accurately than an airplane is kept on its 
course by a radio beam, or a ship by a compass. 

It is a misconception to think of speed as a danger factor. 
In spite of the command to go slow, 90 per cent of all acci- 
dents occur at slow speed. It is not the car or the speed that 
is dangerous; it is the road and the driver. Think of speed 
in terms of airplanes and trains. All of the former and many 
of the latter exceed our automobile speed with the utmost 
safety. ‘They, too, only fail when the roadbed fails. To at- 
tain safety, then, we must provide a substitute for the human 
factor that causes accidents by fatigue, too slow reflexes, inde- 
cision, wrong judgment. 

Highways can be designed fool-proof—you could drive 
your car with your hands off the wheel—if the roads were 
designed for it. 

You could pass through a one-level intersection without 


slowing down or without risk of a collision in an auto- 
matically controlled car-and-road system. 

In Grand Central Terminal there is a train dispatcher who 
feeds hundreds of trains from forty-eight tracks into four 
tracks without interference, by controlled speed and spacing. 
The same thing can be achieved on one-level intersections 
without traffic lights or cops. We call this our infiltration 
system. Lines of cars, any number, approaching from right- 
angle directions can pass through each other in complete 
— by being mathematically spaced, by automatic con- 
trol. 

Car-speed control will probably be by button on the wheel. 
It will be more accurate than shifting gears, accelerating or 
braking. Two years ago you dialed your radio to get a 
station; today you press a button. 

There will be no intermediate speeds in tomorrow’s car. 
You will drive at forty or fifty or thirty or sixty, according 
to the button you push. The cars behind and in front of you 
are kept at the same constant speed. There can be no over- 
taking, no collisions. 

For lack of time I can go into no detail on these matters, 
but these things are not local problems. They concern the 
whole of these United States. It must be apparent that I 
am concerned with one basic fact—the need that more funda- 
mental thinking is necessary with regard to our national road 
system. 

In the last twenty years we spent $30,000,000,000 on it, 
nearly twice the money we spent on our Army and Navy 
combined. In the next twenty years we will probably spend 
twice $30,000,000,000. Are we going to spend it tomorrow 
as we did yesterday—in a haphazard fashion? It requires five 
years to plan to build a new highway. If we plan in present 
terms only, then we literally build for the past. Are we going 
to apply to our roads, on which we spend more than $1,000,- 
000,000 annually, no more vision and imagination than we 
have in the past? Shall we be content continuing our three 
million miles of roads that just grew like Topsy? Can you 
imagine a condition of our Postoffice Department if it was 
operated on a state, county and township basis? If we are 
too lazy to be interested for ourselves, what about our grand- 
children? Are we going to forget the things that made this 
country great, the free movement of peoples, of ideas, of 
natural and cultural resources, or are we going to recognize 
the necessity of these factors and plan and originate and use 
them for our future growth to facilitate the flow of ideas 
and the intermingling of our people and by so doing remove 
prejudices and artificial barriers that do not belong to our 
democracy ? 


Labor’s Part in American Democracy 


IT HAS ALWAYS STOOD FOR CIVIL LIBERTIES 
By MATTHEW WOLL, Vice-President, American Federation of Labor 
Before the New York Herald Tribune Forum, October 26, 1939 


ILLIAM GLADSTONE, more than three gen- 
UW erations ago, said: “The trade union is the very 
bulwark of democracy.” Democracy is, in fact, the 
rock upon which movement of labor has been founded—it is, 
in turn, the very foundation of a truly democratic society. 
Labor’s contribution to American democracy has been im- 
pressive, far reaching and continuous. It is a contribution 
synonymous with the beginning of America—it will con- 
tinue to the end of time with America. 
One may judge of the constancy of any movement to the 
democratic objective by a number of criteria. 


For instance, democracy rests upon a spiritual principle— 
the worth of the individual, what Thomas Mann has called 
“the inalienable dignity of man.” The Christian religion 
rests upon the sanctity of the individual as a child of God. 
Democracy depends for its being on the recognition of the 
same spiritual principles. 

Then, too, democracy rests upon a respect for the minor- 
ity. Majority rule requires the balance wheel of opposition. 
Beneath this principle of respect for the rights of minorities, 
for tolerance for the minority point of view, rests another 
principle—the obligation of the strong to help the weak— 
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whether it be a strength of numbers or of the weight of ideas. 

First and foremost, labor has accepted from the very start 
the principle of the spiritual nature of man. Man is not an 
automaton, a commodity or article of commerce, nor an eco- 
nomic abstraction. Labor believes so much in the uncommon 
fineness of the common man that it has protested from the 
days of its ea-liest foundation down to the present whenever 
it has believed that the worker was being exploited or com- 
pelled to labor under conditions which undermined his health 
and endangered the nation’s well-being. 

In spite of all its verbiage and all of the rhetoric of labor 
policy, labor’s protest against the exploiting of children and 
women in industry rests upon this central concern. But 
labor has continued its efforts far beyond the mere protest 
against those conditions in industry which have done violence 
to the human spirit. 

Labor’s contribution to democracy has been positive as well 
as negative. In particular, labor’s insistence on the develop- 
ment of a great system of free public education, which has 
today become our greatest single business enterprise, is an 
indication of the positive and constructive way in which labor 
has tried to see to it that all people should be given an oppor- 
tunity to develop to the fullest their personality. Today 
perhaps as never before we are realizing that universal de- 
mocracy is impossible without universal education. Labor 
conceived that principle more than a hundred years ago and 
has valiantly supported it for more than a century. 

Labor has likewise stood unhesitatingly in support of the 
rights of the minority. It has understood the mental attitude 
of the minority because it has been a member of the minority. 
It has asserted with great persuasion that the final test of a 
democracy is not in the manner in which the will of the 
majority is made to prevail but in the manner in which the 
rights of the minority are respected. Labor has fought against 
every tyranny and dictatorship because they have ruthlessly 
suppressed all minority rights. 

It was labor that first sounded the note of warning against 
Communism at a time its voice was held up to public ridi- 
cule. Again it was labor that first called attention to the 
menace of Fascism. It was likewise labor that received the 
first brutal and murderous assaults of Naziism. It is no mere 
coincidence that wherever dictatorships have come they have 
begun by suppressing labor, because they have known that 
the most valiant defenders of the rights of minorities have 
been the organized wage earners. So, too, have we amongst 
us those who are endeavoring to capture our trade unions 
and subordinate them to alien doctrines. Fortunately that 
condition is found in but few of our organizations, the over- 
whelming number having successfully repudiated these de- 
structive elements in our society. 

Labor has always conceived of society as made up of free 
individuals who have free wills and should have the oppor- 
tunity to express them in accordance with their own convic- 
tions. It has opposed the growth of state-ism because it be- 
lieves that as the state is magnified in power and importance 
it inevitably minimizes the dignity and sovereignty of the 
of the individual citizen. The virile spirit that has given 
our nation a foremost place among the nations of the world 
is the spirit of aggressive initiative and independence, the 
ability of our people to grapple with hard problems and to 
solve them for their own benefit and for the benefit of the 
nation. 

We must not as a nation allow ourselves to drift or ven- 
ture upon a policy of excessive regulation by legislation—a 
policy that eats at and will surely undermine the very foun- 
dation of personal freedom. It should be remembered that 
the American labor movement is the only movement in the 
world that has consistently and effectively repudiated both 
Communism and Socialism. Labor has held steadfast to the 








principles and ideals of democracy. It has remained unin- 
fluenced by the false philosophies of the day, which envisage 
society as divided either into hostile economic classes, waging 
everlasting war with one another or into fixed racial groups 
with nothing but contempt in their hearts for one another. 

Labor firmly believes in the American principles of our 
constitutional democracy. It has built the structure of its 
organization to correspond to the frame of our American 
republic. It has developed a body of constitutional law for 
the guidance and conduct of its own organization patterned 
in many respects after our basic constitutional documents. 
Labor has not sought immunity from the law but equality 
before the law. It asks no special privileges, it seeks only 
those rights which should be enjoyed by all. Democracy 
cannot continue or survive as a healthy state so long as there 
are inequalities either in law or in economic or political con- 
ditions. 

Finally, labor has stood valiantly and courageously in sup- 
port of civil liberties in our land. As the distinguished Amer- 
ican historian James Truslow Adams has asserted, the Bill 
of Rights was in very truth “a charter of liberty for the 
common man.” ‘Those civil liberties were sought by the 
artisans and farmers in the closing years of the eighteenth 
century; they have been jealously guarded and supported by 
labor down through the years. 

Some months ago a study was made of civil liberties and 
it was pointed out that labor, in a period of approximately 
sixty years, has passed no less than 243 different resolutions 
or pronouncements in support of civil liberties both at home 
and abroad. No institution in our American life has more 
consistently supported the right of men to speak, to print, 
to assemble or to worship than have the representatives of 
labor. No group has and no group will more fearlessly con- 
tend against any force or agency that would strip away this 
protection for the freedom of our nation. 

However much we may condemn Hitler for his methods 
and his objectives, it is important to remember that Hitler 
was a result of conditions and causes in post-war Europe. 
So too the menace to American democracy is perhaps not so 
much from without, but from within. We are immensely 
rich in natural resources and not seriously dependent upon 
other countries for our own prosperity. Yet we have a great 
problem of unemployment. We cannot hope indefinitely to 
shift the burden of carrying 10,000,000 or more of unem- 
ployed and with an increasing number of aged and disabled 
upon the shoulders of an ever-lessening number of employed 
without serious reckoning. 

We cannot look forward with complacency and unconcern 
to the two and a quarter million youngsters released each 
year from our schools, colleges and universities into commu- 
nity life without hope of doing something useful—something 
which potentially enlarges the possibilities of human happi- 
ness, comfort or knowledge. It is evident the movement of 
destruction is abroad. The philosophy of despair has its 
fantastic adherence. The lean body is easy prey to the teach- 
ings of reaction masked under pretense of progress. Those 
who see wisely into the future must, if we are to be saved 
from fires more consuming than those we have known, so 
shape our course as to offer this hideous wraith of destruction 
no foothold. 

American labor is making a contribution to the economic 
foundation and security of our democracy which can hardly 
be overestimated. However, labor cannot uphold the banner 
of democracy alone. It is but part of the great process of 
American industry. Unless management can and will co- 
operate with labor in translating the ideals of democracy 
into relations in the workshop, then much of the work of 
labor is prejudiced, if not actually nullified. 

It was labor that early recognized the fact that a man 











120 


Vital Speeches of the Day 









cannot be politically free until he is economically free, that 
it is not possible to build a great society until the economic 
foundations of that society have been soundly laid. 

Labor early recognized the fact that the American people 
were the best customers of its products, that here indeed we 
had a vast free-trade area, larger in extent and more effective 
as a consuming market, than any other comparable market in 
the world. Labor sought high wages and shorter hours not 
for material satisfaction alone but because they were enabled 
thereby to become the purchasers of the goods and services 
that were made available by the creative genius of American 
industry. 

In coming to a close, let us not forget that America itself 
is a nation the inhabitants of which are drawn from many 
races and many parts of the earth. It in a sense is the micro- 
cosm of the world. To America have come immigrants 
drawn from different stocks, whose dreams of a new society 


have in part been fulfilled by the America of today. In the 
Americanizing of these newcomers to our shores the trade 
union itself has played a role of great importance and one I 
am bound to say that is seldom fully appreciated. I can 
speak about this with some right and with some feeling, for 
I, too, came to this country as a young boy from Luxemburg 
and early found myself enrolled in American schools for a 
brief time and then in American industry, and finally in an 
American trade union. And what I say of myself can be said 
of countless other men from Samuel Gompers down. I think 
you would agree with me that Gompers was not only the 
greatest leader of labor that this country has ever developed, 
but I am sure you would also agree that he was a great 
American. For he could say upon his deathbed what is in 
the heart of the workingmen of America, native as well as 
adopted sons of America: ‘God bless American institutions. 
May they grow better day by day.” 


Termites in America 


M's ABOUT 


TIME THE AMERICAN 


PEOPLE BEGAN TO BE CHOOSEY 


By STANLEY HIGH, Lecturer, Editor, Author and Radio Commentator 
Delivered before the New York Herald Tribune Forum, October 26, 1939 


S you know, there is a slightly scientific side to my 
subject this afternoon. Termites is a word of long 
and good standing among the entomologists. It is 

only recently that the social scientists—and the makers of 
programs like this—-have appropriated it. In preparation for 
today, therefore, I did a little digging on the scientific side. 
| wanted to find out whether there was any good reason for 
this appropriation. I found that there is a very good reason. 
What the Herald Tribune Forum thinks of as a termite is 
exactly what entomology says a termite is. I have that on the 
authority of the Encyclopedia Britannica. “Termites,” says 
the Britannica, “are of very primitive structure, being closely 
allied to cockroaches.” 

‘That is very helpful. It indicates that the invertebrates in 
question are the same animal whether they come out of the 
parlor wall or the kitchen sink; whether, that is, the company 
they keep is in the upper brackets or the lower brackets; 
whether what they hide behind is organized capital or or- 
ganized labor, the Social Register, the government or the 
church. They're all of one breed. They all need the same 
treatment. Insecticide is as efficacious for the body politic 
as for the body domestic. It’s good political housekeeping 
to know how to use it. 

That’s why I’m for the Dies committee. Mr. Dies, him- 
self, may not be quite the finest bloom from the hothouse of 
Texas politics. But he’s certainly a handy man with the Flit 
gun. We’ve got to give him credit not only for what he’s 
uncovered. We've got to give him credit, also, for the fact 
that he’s not been sidetracked by the ridicule of our kept 
intelligentsia nor browbeaten by the opposition of some of our 
most potent political housekeepers. Don’t let the spokesmen 
for either group persuade you that Mr. Dies’s committee 
hasn’t got something. It’s got plenty. 

Last spring the committee was reorganized. A new mem- 
ber was appointed in the person of Mr. Jerry Vorhis. Mr. 
Vorhis is no Red baiter. He’s one of the most authentically 
liberal members of the House. He was put on the committee 
as something of a Left Wing offset to the Right Wing Mr. 
Dies. He came to scoff. He has remained to pray. He’s 
no more a Red baiter than he ever was. But six months on 


the inside have convinced him that there is a bona fide termite 
peril; that is, that there are dangerously large numbers of 
individuals and aggregations of individuals in the United 
States who, back of all sorts of fronts, are deliberately using 
the privileges and the institutions of America in such a way 
as to weaken American democracy. So the next time you 
hear a professional Leftist laughing off the Dies committee 
by ridiculing Dies—ask him about Jerry Vorhis. Vorhis can’t 
be laughed off. 

Despite the fact that there are anywhere from 300 to 800 
termite organizations in the United States, I don’t propose 
this afternoon to go into an analysis of their complicated 
and farflung activities. There are some aspects of the 
termite problem which are more important than an enumera- 
tion and description of the termites. It’s important for one 
thing to be acquainted with their habits. It’s not the habit 
of the termite to use force. He sets the stage for it. The 
materials he uses, therefore, are not military. They are 
psychological. His stock in trade are ideas. For that reason 
he is hard to get at. If we had a fleet of alien submarines on 
our hands the United States Navy would know what to do 
about it. What we've got instead is a flock of alien ideas. 
They’re harder to identify and they’re also harder to sink. 
Moreover, nobody loves a submarine. But ideas make friends 
and influence people. That’s why every dictatorship holds 
them in mortal fear. And that’s why they are the shock 
troops for every offensive against democracy that’s under 
way in the world. 

To that kind of attack a democracy is particularly vul- 
nerable. It’s possible to exercise some democratic control 
over these ideas—once they’re in. It’s not possible to keep 
them out. Dictatorships plug the radios, regiment the press 
and abolish the open-mindedness of its people. The only 
editions allowed are the expurgated ones. A democracy, 
however, cherishes the unexpurgated. It maintains freedom 
of worship, speech, assembly and the press. Those are its 
indispensable privileges. But they are also hand-engraved 
invitations to abuse. Thus, every Bolshevik speaker— 
whether Brown or Red—rings the changes on them, and 
every Fascio-Communist meeting uses them as a backdrop. 
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They do not represent what the termite believes in. But they 
are his necessary credentials. They give him a chance to labor 
for the things he does believe in. 

Ideas being the implements of the termite and democracy 
being congenitally hospitable to ideas, it follows that when- 
ever, anywhere, there’s a conflict of ideas, the United States 
is bound to be in it. There has been some recent discussion 
in Washington about the exact location of our military fron- 
tiers; whether they ought to be established twelve miles at 
sea or three hundred miles at sea. Our ideological frontiers 
aren’t matter of choice. There aren’t any such frontiers. The 
ideological war was under way long before Hitler and Stalin 
invaded Poland. We can’t keep out of that war merely by 
our refusal to send an expeditionary force to the Rhine or the 
Volga. We can’t keep out of it because the Rhine and the 
Volga have sent an expeditionary force to us. 

In behalf of what those rivers symbolize, halls are hired, 
periodicals are published, radio time is purchased and sus- 
ceptible Americans—of good and bad intentions—are se- 
duced. On the military side, it’s quite possible that we'll be 
able to sit, in peace, behind our God-provided oceanic barri- 
cades. But neither God nor Senator Borah has barricaded us 
against ideological conflicts. On that side, there’s not a war 
anywhere that we can keep out of. In fact, there’s not a 
warring idea loose in the world by which we've not already 
been invaded. 

Take the matter of racial and religious hatred. There are 
certain governments which have built a large part of their 
emotional foundations upon the idea of racial and religious 
hatred. Specifically, they have built those foundations on 
anti-Semitism—hatred of the Jew. That idea is as un- 
American as anarchy. But we've not escaped it. On the 
contrary, the prophets of that idea have a large and growing 
American support. There are probably 150 organizations in 
the United States which—openly or by indirection—accept 
anti-Semitism as a part of their platform and preach it ag- 
gressively. They have made many converts. Not all of the 
converts are organized. Neither are all of them ignorant. 
It’s amazing how frequently—at some upper-brackets dinner 
party—somebody, at about the end of the soup course, leans 
back in his chair—or, just as likely, her chair—and remarks 
that “of course, I don’t like the way Hitler does it, but 
... What comes after the “but” is proof of the progress 
that has been made with that Hitlerian idea among people 
who ought to know better. 

The fact is, of course, that the termites are employing anti- 
Semitism in this country for exactly the same destructive 
reasons that it has been employed by termites elsewhere. The 
Jews aren’t the issue in the United States. They aren’t the 
issue in Germany. They’re only camouflage for the issue. In 
the United States, as it was in pre-Nazi Germany, the first 
aim of the termite is to build up a following. To build up 
this kind of a following requires a passion-arousing idea. 
Whether his platform is a beer-hall table or a radio micro- 
phone, the successful termite is mob-psychologist enough to 
know that a destructive idea catches on faster than a con- 
structive one. He’s historian enough to know that, from time 
immemorial, no destructive idea has served the demagogue 
so well as an assault upon defensive minority. 

The current offensive in support of racial and religious 
hatred started a long distance from the United States. But 
here it is. It’s here because the United States, also, has its 
quota of individuals who are out to re-make democracy in 
their own alien image. First, however, they have to weaken 
it. The fanning of racial and religious hatred is an aid to 
the weakening process. And any one who, from ignorance, 
indifference or from the peculiar belief that the way to de- 
stroy an idea is to tolerate it, tries to be a neutral, isn’t neu- 













tral at all. He’s an aid and a comfort to the termites. 

Now, let’s look for a moment at another sector of the 
termite front. That sector is held by the idea of class con- 
flict. That idea is as anti-democratic and as anti-American 
as racial and religious hatred. But certain governments are 
built on it. More than that, the missionaries of that gospel 
have gone to the ends of the earth. There’s a considerable 
contingent of them in the United States. Here they have 
gone in, in a big way, for protective coloration. They’ve 
identified themselves with some of the most American things 
in America. Some of the most reputable Americans in Amer- 
ica have given them free board, room and advertising. As a 
result, they've maneuvered themselves to a position where 
you can’t condemn them without being put on the spot by 
some of their trained seals as an enemy of the things they 
are tied to. 

They got into the youth movement—and you can’t say 
even a slightly dubious word about the American Youth 
Congress without being pounced on as out to sell the younger 
generation into slavery. They got into the peace movement— 
and you can’t voice any doubts about the American League 
for Peace and Democracy without being lambasted as a 
war monger. They’ve got into the consumers movement— 
and you can’t say so without being told you’re in favor of 
dishonest advertising and poisonous toothpaste. They’ve got 
into the labor movement—and if you raise your voice about 
Harry Bridges or Lee Pressman you’re one of the exploiters. 
They got into the government of the United States—and if 
you say you wish they hadn’t, you’re cracked down on as a 
reactionary enemy of the New Deal. 

But the record they’ve written isn’t in terms of the good 
causes they espouse. Quite the contrary. They’ve used the 
causes to advance their own program of class conflict. They’ve 
been a disruptive factor in every organization and every 
movement that they’ve been able to get their hands on. Take, 
for example, the National Labor Relations Board. That 
organization came into being to implement the national labor 
relations act. That act was designed to protect labor in the 
right to organize and to bargain collectively. Most Ameri- 
cans, I think, will agree that labor should have such protec- 
tion. 

But labor hasn’t been protected—to the satisfaction of the 
employer. It hasn’t been protected to the satisfaction of 
labor. In fact, condemnation of the N. L. R. B. appears to 
be about the only thing that the A. F. of L. and the C. I. O. 
in their just concluded conventions agreed on. That’s not 
because there are no able, honest administrators on the labor 
board. There are. The most prominent of them is right now 
under fire from the extreme left because he’s too able and too 
honest. But too much of the directive work of the N. L. R. B. 
has been under the supervision of individuals who—if they 
weren't card-carrying Communists—were, to say the least, 
devout fellow travelers. As a result of their manhandling of 
a law designed to help labor, labor has been injured; labor- 
employer relations, instead of being improved, have, in many 
places, been embittered; and, in consequence, a movement is 
gaining headway to repeal the act altogether. 

The idea of class conflict is not a part of the American 
faith. But here it is. It’s here because the United States 
has its quota of individuals whose faith does include that 
idea. To prepare the way for it, they, too, have to weaken 
American democracy. Their first move, in that direction, is 
to get aboard every authentic American bandwagon. I, for 
one, don’t believe it’s good sense to move over and make room 
for them. I don’t believe it’s good sense, even though their 
credentials are all in order and they are accompanied by some 
of our nicest people. Somebody once said he was willing to 
travel with any one who was going in his direction. That’s 
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too indiscriminate. On such a basis you’d have to welcome a 
train robber. In the matter of the company they travel in, I 
think it’s time that the American people began to be choosey. 

I’m inclined to think that we will. The recent Nazi-Soviet 
pact is likely to be a big help in that direction. That pact 
brought about one of the greatest unscramblings in history. 
It made it clear, beyond all doubt, that—red or brown—the 
Nazis and Communists are brothers under the skin. I'll 
admit that Stalin left some of the red brothers—full or foster 
—out on an awfully long limb. But the eventual results are 
bound to be salutary. You see the termites had done a pretty 
thorough job of it. They'd at least half persuaded a lot of 
Americans that we could improve our democracy by mongrel- 
izing it. They wouldn’t want a Nazi regime in the United 
States—but there were some Nazi modifications to the Amer- 
ican system that we might profitably install. They weren’t 
for an American Soviet—but, after all, the great Russian ex- 
periment offered a good many things that we might profitably 
take over. In other words, they weren’t sure but that a 
mongrel democracy was better than the real thing. 

I trust that the Nazi-Soviet pact, the war in Poland, and 
the Russian assaults on freedom in the Baltic have finally 
released these people from that inclination. I hope that 
they will be as forthright as the American Labor Party in 
New York has been. We ought to know, by now, that a 
Fascist can be trusted—only to advance Fascism; that a 
Communist can be trusted—only to advance Communism ; 
and that neither Fascists nor Communists have a thing to 
offer to America that America can’t do better without their 
aid. If we’ve reached that conclusion, it’s going to follow, 
inevitably, that the termites will have a tougher time of it; 
and it’s going to follow, also, that a lot of people who've 
wasted their energies in termite company are going to be 
freed to devote themselves, fulltime, to an American solu- 
tion of our problems. 

I have, in concluding, two measures to propose. Both of 







them are aseptic measures. The first has to do with aliens 
resident in the United States. They are political and eco- 
nomic parasites. Their loyalties are not American. The 
trouble they brew for the country is out of all proportion 
to their numbers. No other nation on earth would tolerate 
them. I don’t think that we should. We'd help to solve the 
termite problem if we fixed a six month’s deadline and after 
that deported every alien resident who was not on his way 
to citizenship. 

The second suggestion concerns the German-American 
Bund and the Communist Party of the United States. Both 
of them, in my opinion, should be legally abolished. I know 
the answer to that one. It will be to the effect that that 
would be a violation of the civil liberties of the parties in- 
volved. But the question is: how much civil liberty should 
those particular parties have? The problem they raise isn’t’ 
the problem of free speech or free assemblage. If that were 
the whole story, I wouldn’t advance such a suggestion. But 
a good deal more is involved here than those basic rights. 
The Dies Committee has established beyond the shadow of 
any doubt that the German-American Bund and the Com- 
munist Party of the United States are not American organi- 
zations. They are the official agencies of foreign powers. 
Not America, but of foreign powers. Their officers in the 
United States are the official agents of foreign powers. Not 
America, but those powers demand—and get—their first 
devotion. I’m for their abolition, not because I want to cur- 
tail the freedom of any individual American or any American 
organization. I’m for their abolition because these particular 
individuals and their organizations are not American. 

That probably won’t end our termite problem. But it 
may help some if we cut down on the imported delicacies 
with which we've been feeding them. And food, says the 
Britannica, is an important item in the control of termites— 
or of cockroaches. 


Legal Rights in the War at Sea 


THE LAWS AND RULES OF HUMANITY 


By J. L. BRIERLY, English Authority 
Delivered over the British Broadcasting System, October 24, 1939 


HE economic warfare that each side is carrying on 
against the other on the sea in the present war has 
its legal basis in two rights that the laws of naval 
warfare give to belligerents—the right to confiscate enemy 
property on the sea, whatever its character, unless this enemy 
property is both non-contraband and being carried in neutral 
ships, and the right to confiscate even neutral property there, 
when it falls within the category of contraband of war. 

These are the operations which we commonly refer to as 
“the blockade”; and that is a convenient term, provided we 
remember that there is no “blockade” in the sense in which 
lawyers use that word, namely, the blocking by the naval 
forces of the belligerent of ingress to or egress from the 
enemy’s coast to the ships of all nations, and that in judging 
the actions of the belligerents we are not concerned with the 
technical rules of blockade but with a different branch of the 
laws of naval warfare. 

I spoke of each side carrying on their economic warfare; 
for, of course, it is a complete delusion to suppose that in 
our blockade we are doing something to Germany which 
she is not trying to do to us. German propaganda would 





like that to be believed, but it is not the case. Moreover, 
German submarines, as we now know, had taken up their 
stations before the war began, and they have been trying to 
blockade us from the first day of the war; so that when 
propaganda suggests that the German blockade is only a 
reprisal for ours, that again is not true. 

The plain truth is, of course, simply this: that each of us 
is trying to disorganise the economic life of the other, and 
that that is a perfectly legitimate aim in war, provided you 
do it in the way that rules of law and rules of humanity 
prescribe. The difference is that whereas the Allies have 
both the will and the means to disorganise Germany’s ar- 
rangements, the course of the war at sea already gives us 
good reason for hoping that though Germany has the will, 
she has not got the means of disorganising ours. 

I want, then, to say something about these two belligerent 
rights on which our blockade of Germany, and hers of us, 
rest; and to illustrate what can and what cannot legally be 
done under each of them, I shall use some of the incidents 
in the war at sea which have already been reported in the 
press. First, about the right to capture enemy merchant 
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ships on the sea: this right mainly concerns Germany’s block- 
ade of us; because, except in the Baltic, German shipping 
has quickly disappeared from the seas. But you probably 
saw that a French submarine the other day brought a belated 
German merchantman for 1,000 miles across the Atlantic 
into a French port, where it will doubtless be brought before 
a French Prize Court and condemned as a prize in due 
course. That is the proper lawful procedure which a cap- 
turing ship ought to follow if it is at all possible. 

But there are circumstances in which it is lawful to destroy 
an enemy merchantman at sea, instead of bringing her into 
port. There are different views as to what circumstances do 
justify destruction at sea, but about one point there is abso- 
lutely no difference of opinion; and that is that the destroy- 
ing warship must first provide for the safety of those on 
board the merchantman. As recently as 1936, Germany— 
and note that it was Hitler’s Germany—signed a treaty in 
which these words occur: “Except in case of persistent re- 
fusal to stop on being duly summoned, or of active resistance 
to visit and search, a warship, whether surface vessel or sub- 
marine, may not sink a merchant vessel without having first 
placed passengers, crew and ship’s papers in a place of 
safety.” And the treaty went on to say that the ship’s boats 
were not to be regarded as a place of safety unless the safety 
of passengers and crew was assured by the sea and weather 
conditions, or the proximity of land, or the presence of an- 
other vessel able to take them on board. 

We do well to remember this treaty when we read of the 
Athenia, sunk by a German submarine on the first day of 
the war with the loss of 112 noncombatant lives. And we 
do well to remember it, too, and how it has proved not to be 
worth the paper it was written on, when we find in Hitler’s 
“peace offensive” speech of October 6 a proposal that a con- 
ference should be held to define the use of submarines “in 
such a manner that the war will be deprived of its terrible 
character of a fight against women and children.” No con- 
ference, and no new treaty, is necessary if that is his purpose. 

You may have noticed that this treaty of 1936, which I 
have just quoted, implies that if a merchant ship persistently 
refuses to stop or actively offers resistance to the warship 
that orders her to do so, she may be sunk, and that in such a 
case the duty to ensure the safety of those on board does not 
apply. That is so, although it is qualified by the rule that 
only such force may be used as is essential in order to over- 
come resistance, and that neither refusal nor resistance justi- 
fies sinking without regard to the safety of the crew if the 
ship has surrendered before being sunk. 

Now that brings me to another matter on which there has 
been discussion in the last few weeks. Suppose an enemy 
merchantman prefers to resist at the risk of being sunk, 
knowing perhaps—as our ships came to know during the last 
war—that whether she resists or not, the German submarine, 
if it can, will sink her without regard to the lives of those 
on board. Take the case of the Athenia, for instance. Sup- 
pose she had sighted the submarine and guessed its intentions 
in time to offer resistance. What are the legal rights and 
wrongs of such a case? You have seen, I expect, that the 
British Admiralty is putting guns on to our merchantmen 
so that they may defend themselves against submarines, and 
perhaps you saw that the German wireless in English, of 
October 2, said that this was “a direct violation of inter- 
national law.” 

Well, I suppose there are few people in this or any other 
country who look on Nazi Germany as a trustworthy author- 
ity on international law. But what does the law really say 
about this matter? It says that if an enemy merchantman 
tries to escape or resists capture, the warship may sink her, 
and those on board must take their chance. But if she 
chooses to resist she is entitled to do so. The position was 








put in a nutshell by the United States in a Memorandum 
written while they were still neutral in the last war, which 
said this: “The right to capture and the right to prevent 
capture are recognised as equally justifiable.” In fact, one 
of the oldest and best established of the rules of naval war- 
fare is that a merchantman may carry arms for the purpose 
of defending herself. She may not use them offensively, but 
she may defend herself. All this was recognised by the Ger- 
man Admiralty itself right down to the eve of the last war, 
for as late as June, 1914, they issued this perfectly proper 
order to the German Navy: that if an armed enemy mer- 
chantman attacked one of their ships she was a pirate; but if 
she merely resisted capture, she was to be overcome, but her 
crew were to be prisoners of war—that is to say, onourable 
enemies who had not violated the laws of war. It is true that 
Germany changed her mind in this matter during the war; 
but rules of law are not changed in this way to suit the 
convenience of a belligerent, and this rule—that a merchant- 
man may defend herself, at her own risk, and that for that 
purpose she may carry arms—still stands. 

Now let me say something about the second of the rights 
that is being used in the economic war on the sea—the one 
that chiefly affects neutrals—the right to intercept contra- 
band goods. The essence of it can be put very simply. A 
belligerent has a right to confiscate goods which are en route 
to his enemy by sea, whether they are going to him directly 
through one of his own ports, or indirectly through a neutral 
port, if the goods are of a kind that would increase the 
enemy’s military strength, helping him to avert defeat or to 
prolong the war. 

Let us look, then, at the position of a neutral ship which 
is transporting contraband goods, because in some respect 
it differs from that of an enemy ship which we have been 
considering. If a neutral ship is ordered to stop, to submit 
to visit-and-search by a belligerent warship, it is her duty to 
do so; she is not entitled to resist as the enemy ship is. 
Another difference is that there is a special reason why a 
neutral ship should be brought into port and not destroyed 
at sea, if that is at all possible. If a belligerent destroys an 
enemy ship, he destroys what is in effect his own property, 
because if the ship were brought before a Prize Court its 
enemy character alone would be enough to condemn it. But 
mere capture does not turn a neutral ship into the belli- 
gerent’s property. Whether, after it has been captured, it 
will or will not become his property depends on many cir- 
cumstances. Even if there is no doubt that it is carrying 
contraband, it is not certain that the ship ought to be con- 
demned; and until all the circumstances have been investi- 
gated, the rights of the case cannot be known. Hence if a 
neutral ship is destroyed at sea, it follows that the captor 
has destroyed something which is not, and very likely never 
would be, his own property; he has probably destroyed, too, 
the evidence by which the neutral owner would have been 
able to prove the innocence of his ship before the Prize 
Court. 

There are, therefore, strong reasons against allowing neu- 
tral ships to be destroyed at sea, and British practice has 
traditionally held that they ought never to be destroyed— 
we say that if they can’t be brought into port, they can 
always be released. Probably the only case where the destruc- 
tion of neutral ships is at all admissible is where either the 
ship in question is performing an un-neutral service, or in 
a case of ‘gravest military emergency’ where not to sink the 
neutral ship would be to bring the capturing warship 
itself into imminent danger. Many States do however, re- 
gard destruction at sea as allowable in certain cases, but 
even they say it should be the exception and not the rule. 
Nevertheless, it became the rule of German practice in the 
last war. She sank then more than 1,700 neutral merchant 
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ships, in most cases without even searching them to see if 
they were actually carrying contraband, and over 2,000 lives 
were lost on them. I need hardly say—it is an a fortiori 
case—that never in any circumstances can the destruction of 
a neutral prize without provision made for the safety of 
those on board be justified. 

In the last few weeks we have seen this practice of sinking 
neutral ships revived by Germany, and in many cases lives 
have been lost—eleven lives, for instance, in the Danish 
ship Vendia. No doubt, now that the convoy system has been 
established for the defence of allied ships, an undefended 
neutral ship is easier game. 

One other point: is there any force in the German argu- 
ment that her conduct is justified because we are trying to 
prevent food from going to the German people? The treat- 
ment of food as contraband is a thing that easily appeals 
to the emotions of humane people, but most of the things 
that war makes it legitimate to do to one’s enemy would be 
ruled out if we took emotion for our guide. It is only right 
that we should judge in this matter with a full and clear 
realisation of what war is. Food in past wars has generally 
been treated as conditional contraband. That means that it 
has been condemned if it could be shown, not merely that 
it was going to the enemy country, but also that if it arrived 
there it was destined for the use of the enemy government 
or its armed forces. Now, in earlier wars it has often been 
possible to make this distinction, and so to let food go to 





the enemy with a fair assurance that it would not be a source 
of added military strength to him. But, as one of the fore- 
most living American writers on international law has 
written: ‘As war is now conducted, it is a probability rather 
than a possibility that foodstuffs imported into belligerent 
territory will serve a military end’. When practically the 
whole population is either with the colours or engaged in 
some form of war work, and when governments have the 
power to requisition any commodity that they need and have 
instituted elaborate systems of control, it is practically im- 
possible to have any assurance at all that food which is 
allowed to pass will be consumed by non-combatants, and 
if it were, it would mean that other food would be released 
for military consumption. 

And this American writer’s conclusion is that a belligerent 
has a right to intercept whatever offers military aid to his 
adversary, and therefore that the right to treat foodstuffs 
as contraband must be recognised. Foodstuffs as contraband 
are, in fact, just one facet of that totalitarian war towards 
which German military doctrine and German practice have 
always pointed the way. Nevertheless, Great Britain main- 
tains the classification of food as being only conditional 
contraband; and it can be taken as certain that a cargo of 
food will be condemned as contraband by the British Prize 
Court only if that Court is satisfied that the presumption 
is that the cargo of food in question will be put to war- 
like use. 
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HE war in Europe has inspired much talk and much 

planning about how to build up our trade with Latin 

America. ‘Those who realize that we must have a 
healthy foreign trade in order to retain the margin of profit 
which means a sound prosperity say that more and more this 
trade must be with Latin America to the exclusion of the 
rest of the world. They say, with Mr. Hull, that a vigorous 
and mutually advantageous exchange of goods is the best 
insurance of peace. Perhaps they shy away from the fact that 
a vigorous trade which is not mutually advantageous but 
actually benefits only one side is one of the many breeders 
of war. We must not permit ourselves to be lost in the fog 
that too often is engendered by slogans. We must do all in 
our power to build up a trade with Latin America but we 
must not fool ourselves with the idea that trade which in- 
jures, or is believed to injure, either party to the bargain is 
valuable or permanent. Nor must we forget that the total 
volume of trade which we may succeed in building to the 
south will not make up for our trade that has hitherto flowed 
both eastward and westward. 

In this building of trade with Latin America we must 
learn to consider the character of the people with whom we 
trade. ‘That, unfortunately, has not been done sufficiently 
in the past. The people of Latin America, being of Latin, 
not Anglo-Saxon origin, look at all matters of trade as well 
as of politics with different eyes from ours. The first col- 
onists were from those districts in Spain which had been 
for the longest time under Moorish domination. They had 
a strong strain of Moorish blod, and this made them far 
more independent than the majority of Spaniards, more in- 
dividualist, less amenable to discipline. There were com- 
paratively few European women in the colonies but even the 


children born there of European parents, the creoles, were 
looked down upon by those who had been born in Spain or, 
in the case of Brazil, Portugal. These creoles, destined to 
be the leaders of the future, had always a chip on their 
shoulders, resented deeply the social distinction made against 
them, tried to overcome their sense of inferiority by a false 
and rather pathetic arrogance. Far greater in number, owing 
to the scarcity of European women, were the mestizos— 
part Indian—and, as time went on, and more and more 
negroes were imported as slaves, the mulattoes. The creoles 
looked down on these people just as those of Spanish birth 
looked down on the creoles. You can see what these con- 
flicting strains and conflicting ideals resulting from them did 
for the population of the countries concerned. They made 
them intensely nationalistic, intensely self-centered and ready 
to suspect condescension or even insult when nothing of the 
sort was intended. This affected the political situation pro- 
foundly and made all international dealings difficult. It 
also affected trade because the various nations were seldom 
willing to compromise. They knew exactly what they wanted 
to buy and what they wanted to sell. Foreign variations 
of standard left them cold. 

Another thing that made trade difficult with the United 
States was that we were, until recently, tyros ourselves -in 
the art of foreign trade. We had not learned that it was an 
art. In the early days we had sent certain raw materials 
and much trash to the Orient and had brought back spices 
and tea and beautiful porcelains. We were just about as 
willing to take what the Orient sent us as China and Japan 
were to take what we sent. For a century or more our 
foreign trade was almost wholly haphazard. It never oc- 
curred to us that we must study our markets. So I imagine 
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the story is true that we gave away our cutlery trade in the 
Argentine to Germany because the Argentinians liked three 
tined forks and we refused to make anything of the sort 
since in the United States such forks were no longer used. 
Germany, on the other hand, was quite willing to make 
whatever the Argentinians wanted. We lost customers be- 
cause we were, according to the South Americans, arrogant 
—really because we were ignorant of proper international 
trade practices. But as we learned and the Latin Americans 
also learned, our trade increased. 

Only to touch on recent years it should be noted that 
our total trade with Latin America which was $690,000,000 
in 1934 was nearly a billion dollars in 1938, a gain of over 
two hundred and a half million dollars. The larger part of 
the increase, $180,000,000, was in our exports. This in- 
crease was due to many causes, among them being the failure 
of certain crops in Latin America which forced larger im- 
ports and the increasing need for more machinery which 
resulted from the growing of new crops and an increase of 
industrialization. In Brazil, for example, this meant the 
importation of much cotton machinery since Brazil increased 
its cotton crop to match the artificial decrease in ours. The 
growth of trade was partly due, perhaps, to pressure by the 
American Government on our businesmen to deal, so far 
as possible, with Latin America, a pressure aided by Gov- 
ernment loans through the Export-Import Bank used for 
purchases in this country. It was also, perhaps, due to the 
Good Neighbor Policy because that policy seemed to the 
Latin Americans to offer everything and demand nothing in 
return. If you owe vast sums which you make no attempt 
to repay and your creditor not only does not press you for 
repayment but is willing to advance more credit, it would 
be merely stupid not to deal, at least as much as is con- 
venient, with that delightful creditor. I like to think, also, 
that some of the increase was due to better American sales 
methods and to a growing confidence on the part of the 
Latin Americans in the integrity of American business 
methods. 

The Department of State would be likely to claim that 
the increase was due to the trade agreements, and far be it 
from me to say that these agreements were useless. The 
figures, however, do not seem to bear any sweeping claims. 
Our trade with the trade agreement countries increased be- 
tween 1934 and 1938 by about a hundred million dollars, 
and with the non-trade agreement countries by about a 
hundred and fifty million. To me these figures do not mean 
much except as they prove that trade is influenced by many 
causes. Probably the agreements helped to preserve our trade 
in countries where we had them. But, in the countries where 
there were no agreements, trade went ahead even faster. 

And percentages are not more informing. For example, 
trade agreement countries bought from us .8 of one per 
cent more of their total imports in 1938 than in 1934 and 
the non-trade agreement countries .8 of one per cent less. 
At the same time, the trade agreement countries sold to us 
in 1938 5 per cent less than in 1934, whereas the non-trade 
agreement countries sold us 5 per cent more of their total 
foreign sales. Faced with figures like these, the proponents 
of trade agreements as the cure of the ills of the world 
become specific and point to Cuba which sends us three- 
quarters of its exports. This is indicative of nothing be- 
cause Cuba would send us, as the nearest market, 95 per 
cent of its exports if we were willing to take sugar in un- 
limited quantities. —To show the lack of real meaning in such 
percentages, take a very simple case. In certain countries 
Japan may have increased its sales by 1,000 per cent over 
a period of ten years, whereas we have increased our sales 
by only 10 per cent. But if you begin with $100 for Japan 









and $1,000,000 for us, you will realize that, although the 
Japanese increase has been phenomenal, American sales have 
increased in a much sounder and more permanent manner, 
and that our gain in dollars has been equal to Japan’s. 
There are more important things than figures to con- 
sider in this question of increasing our trade with Latin 


America. The ideal trade consists of exchange of goods 
which are wanted. A. sells to B the things that B needs and 
B, in turn, sells to A what A needs. Certain commodities 
can be produced more economically and efficiently by B 
than by A and the same holds true the other way around. 
But the trouble is, as we consider this Latin American trade 
question, that a large proportion of the things our neighbors 
want to sell us we do not in the least want to buy. In fact, 
we should have something like a revolution and certainly 
a terrible depression if we took all they would like us to 
take. We might almost have another war of secession, the 
West instead of the South seceding, if we agreed to supply 
the American market with beef and wheat from the Argen- 
tine at the expense of our own producers. South and Central 
America and the islands have some things which we really 
need. There are minerals. There are coffee and tropical 
fruits. The importation of more petroleum would protect 
our own supply from exhaustion. But their other products 
are largely agricultural, and of most of them we have a 
surplus. In the past we have more or less got around this 
difficulty through triangular trade, but such trade has now 
been disrupted by the wars in Europe and the Orient. 

During the last few years, Germany has, as you all know, 
greatly increased her trade with Latin America, particularly 
with Peru, Brazil, Mexico, Chile, Uruguay and Guatemala. 
Some people seem to think this move was bad form on the 
part of Germany, that somehow Germany was poaching on 
our preserves. This is nonsense. Every nation will buy 
where it can get what it wants on the most satisfactory 
terms, where is can most advantageously dispose of its own 
products. Germany built up a barter trade and, although 
such trade could not by any possibility be made general, if the 
world wants to maintain its standards of living, it was un- 
deniably useful as an emergency measure, both for Germany 
and for the Latin American countries, with which the trade 
was promoted. It is over now, of course, except for the very 
small amounts which dribble in and out of Germany through 
Italy and through the British blockade. There is still a 
substantial amount of barter trade between Latin America 
and Italy and it seems for the time to be advantageous to 
both. We cannot stop it unless we can offer better terms, 
and there seems no reason why we should want to stop it. 

The inevitable slackening of trade with Europe is what 
has started all the furore about this being our golden op- 
portunity to monopolize the Latin American market. Ad- 
ministration spokesmen do not use these bad words; they 
call it “solidarity of the hemisphere” or something of that 
sort—but the idea is the same. These spokesmen do not 
seem to realize that so far as they are able to produce and 
transport, Great Britain and France and the European neu- 
trals are going to make every effort to capture as much of 
this trade as war conditions permit, and that they are likely 
to be able to offer as good or better terms than we. I do 
not need co say to you what a large part of Washington 
seems unable to understand, that Latin Americans, like any- 
body else, are always going to buy where they can get 
the best terms, that this is true of all nations. Latin Amer- 
ica will not buy from us unless we undersell England and 
Italy and the rest. It will not sell to us unless we outbid 
the others. 

Another thing Washington fails to see in its rosy dreams 
of greatly increased trade with Latin America is that this 
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trade cannot possibly be built up to a volume sufficient to 
make up for the trade we shall lose with the rest of the 
world. In 1938, 16 per cent of our total exports went to 
Latin America; 23 per cent of our imports came from Latin 
America. In the same year, 43 per cent of our exports went 
to Europe and 29 per cent of our imports came from there. 
So far as imports are concerned, the two sections of the world 
were not so far apart. The reason is that we get from Latin 
America much of our sugar, silver, copper, coffee, all of 
our bananas, certain other metals and a scattering of other 
commodities. I doubt whether we can materially increase 
the amount of these things which we now buy, because we 
need them. There is no doubt, on the other hand, that 
we can increase our exports and that we undoubtedly shall 
do so as Latin America is unable to get what it needs from 
Europe. On the other hand, the curtailing of the European 
market will injure Latin America in that it will be able 
to sell less cotton and oil and beef and wheat—all things 
we do not want. This will immensely increase exchange 
difficulties. But Latin Americans are learning to be good 
salesmen, just as we are, and they will not hesitate to cut 
into our own markets. Indeed, if the Department of State 
does not immediately begin negotiations for a new trade 
treaty with Japan, it is probable that Brazil and Argentina 
will take over our cotton sales to Japan which is today the 
largest foreign purchaser in our tottering Southern cotton 
industry. 

These seem to me to be some of the reasons why the talk 
of saving our own economy and cementing our friendship 
through greatly increased trade with Latin America comes 
largely from the Government instead of from business. You 
will have noticed that most of the propaganda in favor of 
more and more trade with Latin America is almost entirely 
Government propaganda—and, why? Business knows that 
international trade flows whenever and wherever conditions 
are favorable. To business such favorable conditions mean 
full opportunity to transport, ample and acceptable credit, a 
reasonable supply of foreign exchange and, above all, safety. 
None of these conditions are true in the case of trade with 
Latin America except perhaps the first. There ought to be 
ample transport facilities during the war since our neutrality 
laws practically remove our other trade from the Atlantic. 
‘The most serious stumbling block is credit, and thus in 
safety. Businessmen of America cannot help looking at the 
record so far as Latin American loans are concerned and 
somehow they do not find it exactly encouraging. If the 
American Government were earnestly taking the side of our 
bondholders and pressing for repayment, or at least some 
kind of settlement, businessmen might be encouraged to 
go ahead. Instead they read in the papers that the Amer- 
ican Government is about to loan money to Brazil which has 
defaulted on obligations of over $350,000,000 and to Bolivia 
which has defaulted on $60,000,000 and has never paid a 
cent, or attempted to pay a cent for confiscated American 
property. Under these conditions, the American business- 
man is inclined just to throw up his hands. Why should 
he try to make a new investment if his Government does 
nothing to protect these investments already honestly made? 
If it will, on the other hand, just take his money and that 
of his neighbors to pile on top of already defaulted loans 
and money owed for confiscated property, what reasonable 
chance has he to succeed ? 

The American Government claims that it is going to 
build up our export trade by making loans to Latin Amer- 
ica. Have we forgotten already that this very process of 
leanding money to enable the borrower to buy our goods 
was one of the potent causes of the great depression? Europe 
has not paid. These post-war loans were largely the mis- 








take of the investment bankers. The Administration never 
loses an opportunity to sneer at their stupidity and dis- 
honesty and to hold them up for general opprobrium. Just 
the same, the American Government is now preparing to 
imitate their methods with infinitely less hope of return of 
the money and to advance for the purpose, money of the tax- 
payers which the taxpayers can no longer control, not the 
private money of those who invest voluntarily, knowing 
they have a chance of loss. Of course, our export trade with 
Latin America will increase for the moment if we give them 
our money with which to buy our goods. But it will be 
a sterile trade, just another instance of pump-priming, this 
time sending the money abroad to be lost instead of losing 
it at home. 

Does all this talk mean, then, that our Latin American 
trade cannot be wisely increased, that we might just as well 
sell out our opportunities to Germany and England and 
Italy and Japan? I do not think so at all and, being an 
American, interested only in the good of America, I should 
not have said what I have already said, if the purpose was 
merely to add another little cloud of pessimism to an already 
pessimistic world. On the contrary, I believe that we should 
and that we can build up our trade with Latin America 
in a manner that will be permanent, helpful to us and to our 
southern neighbors. After all, we have a wonderful trade 
with Canada which is good for us both. From 1933 to 1937, 
the annual per capita purchases of American goods by 
Canadians was $155, whereas by Latin Americans it was 
$16. It is worth remembering, also, that although Latin 
America has a total population of over 120,000,000 and 
Canada has only 11,000,000, 16 per cent of our exports went 
to Latin America and 15 per cent to Canada. It simply just 
does not happen this way, especially when we have the handi- 
cap of close ties and preferential duties between Canada and 
the mother country. Clearly, these figures prove that Canada 
has a high standard of living, but the discrepancy is too 
great to permit us to let is go at that. 

We must leave this question of trade for a moment to 
consider a little more fully the question of investments, be- 
cause we shall find that the two are closely allied. This 
means that we shall have to be pessimistic a little longer 
before trying to show how to go ahead on a sound basis. In 
the first place, let us remember that in 1938 the total long 
term investments in Latin America were over $4,000,- 
000,000—a figure which looks pretty large to anyone ac- 
customed to deal with real money, although it would prob- 
ably seem negligible to some of the theorists in Washington 
who appear to see no relation between figures and hard cash. 
Of this four billion, something over $1,002,000,000 are in 
dollar bonds held in 14 Latin American countries. There 
should really be added to this amount $275,000,000 of bonds 
issued to Mexico; but these loans have been so long in de- 
fault that the Department of Commerce does not even 
bother to publish the figures any more. Of the listed bonds, 
only 14 per cent of those issued in the West Indies are in 
default, largely because of the close American control of 
finance in these countries. Of the bonds issued to Central 
American countries, there is a 91.5 per cent default and to 
the South American countries, a 70 per cent default. This 
means a dollar default of $51,000,000 in the West Indies; 
$42,000,000 in Central America; and $867,000,000 in South 
America. Add your $275,000,000 of forgotten Mexican 
bonds and the total default is $1,150,000,000—once more 
an almost astronomical sum to the ordinary man or woman. 
And you must remember that this money is not owed to 
“unfeeling corporations,” but to countless Americans who, 
it has been estimated, hold individually an average of not 
over $2,500. It is the habit among Government officials to 
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blame all this on the “international bankers,” but this claim 
should not deceive even a child. There were cases where 
the interest was obviously too high—and the public likes to 
gamble—but always the nation which borrowed the money 
wanted it and used it, and it is fair to say of the bankers 
who issued that since the original issue of the bonds, they 
have always tried to be reasonable with the debtors, per- 
haps realizing they should have more carefully studied the 
credit before making the loan. In fact, they have com- 
promised to such an extent, in order to get back at least 
something for their customers, that the rage of the customers 
has often been turned on them, Government propaganda 
assisting, more than on the defaulting nations. The real 
answer, however, is that in most cases the nations did not 
want to pay and have made no effort to do so. 

There is not much more to say that is discouraging but 
it is necessary to speak of the direct investments in Latin 
America, the mines, and the petroleum wells, and the banana 
plantations, and the railroads and the many other foreign 
developments in order to have the picture complete. It is 
necessary to speak of these direct investments because, as you 
will see, they are far more bound up with trade than are 
the loans. And before you say that these direct investments 
are a form of exploitation, please remember that until the 
World War we were a debtor nation, that our railroads 
and much of our industrial development were due to the 
use of foreign capital. We did not consider that we were 
being exploited. On the contrary, we were being enormously 
helped up the ladder, every rung of which means a better 
standard of living. 

We have, for example, some $350,000,000 worth of direct 
investment in Argentina. The returns from this to Amer- 
ican investors is nothing as compared with the value to the 
Argentine. We have $485,000,000 invested in Chile, largely 
in mines, and this investment has brought prosperity to Chile. 
We have the fantastic figure of $666,000,000 invested in 
Cuba, largely in sugar, and, although this is out of proportion 
to what one nation should have in the Island, if Cuba is to 
call itself really independent, nobody can deny that it was 
this American investment which rescued Cuba from utter 
misery and inaugurated an era of prosperity. There can 
be no denying the fact that these direct investments bring 
new wealth, increase purchasing power and therefore trade. 
Standards of living go up, demand for the comforts of life 
increases and greater wealth makes satisfaction of these de- 
mands possible. In the course of time, these nations will 
undoubtedly buy back these foreign properties to their own 
immense advantage. On the other hand, when they try to 
take them over without fair compensation they hurt them- 
selves as much as they hurt the legitimate owners. 

Look, for example, at the $480,000,000 we had in direct 
investments in Mexico principally in oil, argricultural lands 
and mines. On the development of these kinds of property, 
the prosperity of Mexico rested. They would not have been 
developed for years to come, had it not been for foreign 
initiative; and had the development waited until the Mex- 
icans themselves learned to exploit their own resources, they 
might not have been worth developing. Silver, for example, 
has today an entirely fictitious value given it by our incredible 
silver policy. Since the so-called expropriation of the oil 
properties—more British than American—Mexico has prac- 
tically lived on our purchases of silver, and without foreign 
initiative the silver mines would not have been ready to 
fill the demand. If we ceased buying in the world market, 
the price would crash. So with gold. Again we have given 
it a fictitious value and because of that most of the gold in 
the world flows to our shores. If all other important nations 
should go frankly off the gold standard, of what possible 









value would be the gold in the Mexican mines—to say 
nothing of that we have buried in Kentucky That is why you 
must not wait too long to develop natural resources. Fifty 
years from now gasoline may be outmoded and our fuel may 
be stored sunshine. It does not seem any more foolish than to 
make silk stockings out of coal and air and water, as we are 
already doing. From 1916-1938, the oil industry in Mexico 
was said to be directly responsible for buying from the 
United States nearly three-quarters of a billion dollars worth 
of goods and indirectly responsible for many millions more. 
Mexican wages were higher during the days when foreign 
investments were fairly treated by the Mexican Government. 
The country went ahead in the building of public utilities 
of all kinds, in the development of its resources. Economic 
stability gave political stability. 

Later, the Government began to persecute instead of to 
protect foreign properties. There is no doubt that Diaz had 
helped foreigners at the expense of his own people, that the 
prosperity of the country did not reach down to the poorer 
classes, that little or no attempt was made to educate them. 
But, in spite of this, the higher wages paid by the foreign 
companies helped a little. —The American and I suppose the 
British oil companies paid over twice what was paid by 
Mexican oil companies. Foreign companies were more and 
more realizing their obligations but the Mexican Government 
ignored this fact. As the persecution of foreign investors 
grew more and more serious, Mexican trade declined and 
Mexican production declined. That great wheat producing 
country has recently been buying from us and out of the 
goodness of our hearts and to decrease our surplus we have 
sold as far below the market rates, although the reason for 
the necessity of purchase was the rightful holders of the 
lands, who were using modern methods of production were 
expropriated—a term which used to mean “honestly bought 
out at a fair valuation” but which now means “appropria- 
tion,” and that without any foreseeable payment. This is 
not the time, however, to go into this situation because all 
I am trying to bring out is that foreign investments, made 
in accord with the laws of the land and carried on success- 
fully and, of course, honestly, is a good thing for the country 
where the investments are made even more surely than for 
the country making the investments. I say “even more 
surely” because, if the investment fails, the investor loses 
everything whereas the country wherein the developments 
were made has something to show for it. Such direct invest- 
ments, in raising standards of living and increasing produc- 
tivity always bring about a healthy growth of foreign trade. 

You may ask why this is not true in republics like those 
of Latin America where our direct investment is enormous. 
It is true. These developments, under the aegis of American 
capital, have had a tremendous stimulating influence on the 
growth of trade between the two sections, a fruitful trade 
moreover, because not dependent on the life of any loan to be 
used for the purchase of American goods. But, today, except 
in Argentina, which has always paid what it owes even 
though it has, like any other grown-up and self-respecting 
nation, disagreed with us when it wished, and except in 
some of the smaller countries, American business does not 
want to make more investments, would often gladly liquidate 
what it has. The reason for this is perfectly understandable. 
American businessmen look at Mexico and see what has 
happened to investments there. They see stolen American 
oil being brought into Texas under bond to be refined and 
exported in competition with American interests. In the last 
few days only they may have wondered at the storage of 
large quantities of oil at certain producing points in Mexico. 
The papers soon announced the conclusion of a trade agree- 
ment with Venezuela, cutting in half the duty on oil to 
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America, and their perplexity was resolved a day or two 
later—when they read that Mexico was immediately sending 
oil to the United States under the new rates of duty. As 
the amount permitted to be imported is small, it looks as 
though Venezuela would get little benefit. These same 
businessmen see that the American Government permits such 
things, disastrous to the interests of American citizens and 
they naturally decide that the risks at home, or in Canada, 
where there is no danger of expropriation new-style, are less 
than in parts of Latin America. 

The first and greatest encouragement to increased invest- 
ment, which means also increased trade with Latin America 
must be a right-about-face in the attitude of the American 
Government towards the interests of its own citizens. If 
our Government had the courage to make a clear statement 
along these lines the picture would change overnight. This 
statement, addressed to business, would be something as 
follows: “In these difficult days when wars are in progress 
in Europe and the Orient, it is of the highest importance 
that the nations of the Western Hemisphere stand shoulder 
to shoulder to keep the peace. This is possible only if the 
various nations have confidence in each other, exchange ideas 
freely and fearlessly, trade with each other to the extent 
that may be mutually advantageous. The republics of 
the Americas have reached maturity politically, different as 
their systems of government may be. They need prosperity 
to assure political stability. Prosperity will come through 
the building up of their industries and through the trade 
that accompanies such growth. It is unfortunately true that 
in many instances these promising developments have been 
killed through the action of governments. The Government 
of the United States believes, however, that the time of such 
discriminations has passed, both because most governments of 
Latin America have realized the value to their own coun- 
tries of legitimate foreign investments and also because, in 
cases where this should unfortunately prove not to be the 
case, the American Government is determined fully to pro- 
tect the interests of American citizens whose investments are 
made in accord with law and custom, who carry on their 
work honorably and constructively.” 

Such a statement, if followed promptly by official negotia- 
tions looking to settlement of just debts already due, would 
open the purse strings of frightened American business. The 
governments of the Latin American republics could not 
object to the statement because it acknowledges them as equal 
and as capable of managing their own affairs. Neither could 
they object to negotiations looking toward debt liquidation 


since they must realize that all honest citizens of the world 
strive to pay what they owe, or as much of what they owe 
as is physically possible. With renewed confidence American 
business would step in to carry out the many public devel- 
opments so sorely needed in many countries. It seems to me 
that we should encourage, also, investments across frontiers 
in the Latin American countries themselves. The Argentine 
is as capable as the United States, both financially and tech- 
nically, to promote the building of railroads and highways 
and other productive enterprises. 

For all such foreign enterprises must be productive if they 
are to stimulate trade—and this is a further argument that 
they should flow from private initiative. Governments can 
lend money and give advice but they cannot actually manage 
business enterprises nor absolutely dictate the use of loaned 
money without intolerable inteference in the affairs of the 
country the resources of which are to be developed. Where 
the American Government or agents of some of its divisions 
can be useful as private businessmen is in advice as to what 
industries might most profitably be developed. Latin America 
could be shown what the United States can buy, what com- 
modities, therefore, will find a ready market. They could if 
they would, for example, supply us with just about all the 
rubber we need. And, for all such purposes we can supply 
greatly needed technical experts who can supervise the work 
initially and, at the same time, train natives of the country 
to replace them. Every investment, all cultural exchanges, 
every added invention, all exchanges of scientific data build 
up trade in a sound and permanent fashion. 

Government should encourage the export of capital when 
it is to be put to productive use. Through its diplomatic 
agents it should protect that capital so long as the enterprise 
in which the capital is engaged is honestly and lawfully 
administered. Perhaps it can act temporarily in crises to 
help across dangerous chasms. Beyond that investment, like 
trade, should be in the hands of businessmen. And these 
businessmen of ours must realize that on them lies a heavy 
and often solemn responsibility. They must act only after 
consideration of every possible angle. They must have long 
vision and think of themselves always as trustees of those 
whose money they handle. If then, with the necessary 
minimum backing of government, they go ahead to build 
up the economic solidarity of the Western Hemisphere, they 
become more than mere businessmen, almost more than gov- 
ernments, they become pioneers of peace. They become in 
all truth the architects of a brave new world. 
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